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a growing factor in the 


















Cost-saving advantages vital to power plant operators are responsible for the 
mounting acceptance of the Cyclone Furnace. Each represents an important 
advance in the relentless search of power engineers and designers for more 
efficient ways to further lower the cost of generating steam for power. 


The Cyclone Furnace — 


Reduces atmospheric pollution to extremely low levels 

Simplifies ash handling and disposal 

Burns fuel with greater efficiency 

Provides greater fuel flexibility with attendant lower costs 

Reduces overall first cost 

Increases safety by simplifying operation aeeaanaie 
Reduces maintenance i. 
Increases availability A 


Originally designed and developed to burn more efficiently a wide range of 
coals, as well as oil and gas, the Cyclone Furnace is now being installed in 
areas where factors other than fuel are prime contributors to higher power = “~~“—"\_ 
generating costs. For whatever the problems — fuel, fly-ash, availability, cost, 
maintenance — the Cyclone Furnace contributes directly and substantially 
toward solving them. 


With its revolutionary approach to the entire process of preparing and burn- 
ing fuel, the B&W Cyclone Furnace offers such a simplification of initial 
design and increased facility in everyday operation, that the overall cost of 
producing power is greatly benefited. Let us discuss with you the various cost- 
saving advantages of the Cyclone Furnace for your operation. The Babcock & 
Wilcox Company, Boiler Division, 161 East 42nd Street, New York 17, N. Y. 
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oo of brilliant men have been 
attracted to make a career service out 
of our regulatory boards—some of them 
experts in their own rights before appoint- 
ment and some who became real experts 
through the years. Utility management, as 
well as the American people, unquestion- 
ably owes a debt of thanks to these good 
and faithful servants. We can afford to 
admire the great amount of real dedication 
and ability the taxpayers have been able 
to obtain for so little spent on utility regu- 
lation. 


But we must also realize that the best 
way to carry on this tradition is to re-ex- 
amine and improve, if possible, the ways 
and means whereby regulatory commis- 
sioners are selected. Getting good men is 
more important in this respect than getting 
good laws. It was the dean of American 
regulation, the late Joseph Eastman, who 
once said that good men on a commission 
could somehow do a good job under a bad 
law, but that unqualified men could man- 
age to bungle the best law that was ever 
written. 


Ir would, of course, be presumptuous 
for utility management to attempt to seek 
to have any direct voice in the selection or 
approval of regulatory personnel. But it 





JAMES K. SMITH 








LINCOLN SMITH 


is not too much to expect that the gov- 
ernors and the legislators should observe 
certain standards of qualification in the 
selection of commissioners. First of all, it 
ought to be conceded that no man should 
be appointed to a regulatory commission 
unless he believes in regulation, as a con- 
tinuing system to preserving the best in- 
terest of public service by private enter- 
prise in the utility business. 


A right, how are we going to get quali- 
fied commissioners? We cannot do 
much by trying to spell out statutory 
standards. We cannot with propriety, nor 
as a practical matter, draft commissioners 
from the ranks of utility employment, 
even if the utilities were willing to part 
with trained personnel, which is doubtful. 


THERE is no easy answer. We must rely 
on an enlightened appointive power. It 
may be possible, however, to work out an 
arrangement ‘whereby the executive ap- 
pointive powers may get good advice from 
bar associations, or specialized regulatory 
advisory committees, on such appoint- 
ments, just as so many of our judges are 
appointed these days. It may be that our 
professional schools can give more atten- 
tion to such regulatory career training, in 
the future. 
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at Intakes 













by cleaning your racks with a © 


Newport News 
Mechanical Rake 


Keeping racks clean is essential wherever a few inches of 
head loss can reduce output of the wheels. 


One company calculated the capitalized value of each inch 
of head gained at its plant as $6,000. Measured in terms of 
the value of additional power output, a Newport News 
rack rake installed at this plant is paying for itself 
over and over again the year ’round. 


Power-operated to clean trash racks at water intakes of 
hydroelectric plants, steam plants, pumping stations, canals 
and similar installations, the Newport News Mechanical 
Rack Rake reduces a major hand-labor task to one of 
minor periodic activity. 


Write for your copy of 
“RACK RAKE,” an il- 
lustrated booklet de- 
scribing the opera- 
tion and advantages 
of the Newport News 
Mechanical Rack 
Rake. Use the con- 
venient coupon 
now. 








Under ordinary conditions, one man per shift can, 
with a Newport News Mechanical Rack Rake, 
keep the racks clean for a dozen bays. 
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$s Newport News Shipbuilding and Dry Dock Company 
Dept. PUF-4-28, Newport News, Virginia 
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NEWPORT NEWS 200000720 (Rec Rae’ 


Name ‘ fein Title 


Shipbuilding and Company 


Dry Dock Company Address - 
Newport News, Virginia City 2 State 
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PAGES WITH THE EDITORS (Continued ) 


jew question of whether public utility 
commissioners should be appointed or 
elected is an old one in the experience of 
public utility regulation in the United 
States. Lincotn SmirH, a scholar in 
regulatory research, has made a careful 
examination of the arguments pro and con 
and the relative performance of the ap- 
pointed and elected commissions. In the 
first of his 2-part series (beginning on 
page 485), he describes how the dual sys- 
tem began. 


Dr. SMITH is a political scientist, spe- 
cializing in politics and public administra- 
tion. He is presently a visiting scholar at 
Columbia University. A native of Maine, 
he is a graduate of Bowdoin College and 
the University of Wisconsin (AM; PhD). 
He has taught at Yale, the University of 
Pennsylvania, and the University of Cali- 
fornia at Los Angeles. His advance 
courses have been in the fields of regula- 
tory administration — a subject upon 
which he has written a number of highly 
specialized and analytical articles. 


7 a number of years there has been 
a tendency to think of rural electrifica- 
tion in terms of getting power to the farm. 
More recently it has become apparent that 
more emphasis might well be placed on 
farm load. JAMEs K. SMITH, executive 
manager of the Kentucky Rural Electric 
Co-operative Corporation, in the opening 





article in this issue, tells of a new move- 
ment to step up the utilization. 


A NATIVE of Brandenburg, Kentucky, 
Mr. SmirH is still in his thirties, although 
he has been connected with the rural elec- 
trification co-operative program for almost 
eighteen years. His first job began as 
manager of the Fleming-Mason Rural 
Electric Co-op in 1938. This was built 
up within ten years from a membership 
of 500 to such proportions that it had to 
be divided to create an entirely new co-op 
and part of another co-op. SMirH became 
executive manager of the Kentucky Ru- 
ral Electric Co-operative Corporation in 
1948, with a statewide membership of 
55,000 members. Today it has an esti- 
mated 135,000 and its staff has grown 
from two to sixty employees. 


V. Sear of Ebasco International 
e Corporation, whose article on ‘‘Pub- 
lic and Employee Relations in South 
America” begins on page 473, was born 
in Edinburgh, Scotland. He is an engineer- 
ing graduate of the Manchester Univer- 
sity, England, where he was also an asso- 
ciate of the College of Technology. Fol- 
lowing association with the heavy electri- 
cal equipment manufacturing industry in 
England, Mr. Sear joined American & 
Foreign Power in 1933. Since that time 
he has held positions in engineering, op- 
erating, and administration with this 
group of companies in China, eleven Latin 
American countries, and in New York. 
He was assigned in 1950 as director of 
public and employee relations of Ebasco 
International Corporation to develop the 
program described in the article, for all 
associated companies in Latin America. 
He is a member of the American Society 
of Electrical Engineers, Public Utilities 
Advertising Association, American So- 
ciety of Training Directors, and Inter- 
American Safety Council. 


THE next number of this magazine will 
be out May 12th. 


A» bntitte. 
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The Remington Rand 

Printing Calculator prints as it 
figures. It adds, subtracts, 
multiplies and divides automatically 
... and prints all essential 
elements in the calculation on 

the Simpla-tape. Each time 

you operate this amazing machine, 
you get a two-color, easy-to-read, 
permanent printed proof. 

It can be filed for reference 

or checked for accuracy without 
re-running the problem. 

No figurework is too 

complex for the model 99. 

See for yourself. 

















Coming IN THE NEXT ISSUE 


* 


WISCONSIN AND NEW YORK COMMISSIONS DIAGNOSE TRANSIT HEADACHE 


The so-called ‘'sick man'’ of the public utility industry is getting plenty of professional 
and political attention all over the United States these days. Governors, mayors, regu- 
latory authorities, and transit officials are vying with one another in their efforts to 
discover ways and means to keep mass transportation on a commercial, efficient, and 
profitable basis, with due regard for the demands of public service. In recent months, 
both the New York and Wisconsin commissions—pioneering regulatory authorities of 
the country—embarked on separate investigations to find out what makes the transit 
industry fail to run as it should do. Owen Ely, financial editor of PUBLIC UTILITIES 
FORTNIGHTLY, has examined the results and possible lessons to be learned from 
these studies. 


NATURAL GAS STILL NEEDS EXPLAINING 


Congress is now considering controversial legislation for exempting natural gas pro- 
ducers from federal regulation. In the process a good deal of heat has been generated 
between those who purport to represent so-called ‘'consumer'’ interests and those who 
insist that maintaining competitive enterprise at the production level is in the over-all 
public interest. The mayors of many large cities in the United States have been 
mobilized against such legislation. Congressional leaders and important federal and 
industrial officials have taken the other side. In the process a good deal of light has 
been shed on the importance of natural gas to the average household. James H. 
Collins, California writer of business articles, finds that the public has some strange 
ideas about their natural gas service and the utility operations behind it from the 
wellhead to the burner tip. Perhaps out of the current discussion and controversy 
natural gas as a public service will come to be better understood by the great public 
which has so much stake in its proper use, development, and regulation. 


SHOULD PUBLIC UTILITY COMMISSIONERS BE ELECTED 
OR APPOINTED? PART Il. 


It has been said that "neither popular election nor gubernatorial appointment insures 
the selection of competent utility commissioners.'' This is the second of a 2-part series 
of articles by Lincoln Smith, a scholar in regulatory research who has made a careful 
examination of the arguments pro and con and the relative performance of the ap- 
pointed and elected commissions. In the first part of his series he described how the 
dual system began. In this instalment he will consider how problems common to both 
the elected and appointed commissions are handled by the two systems. He also gives 
attention to professional opinions of several authorities on the subject. The author 
states his own conclusions as to the respective merits of the two forms of selecting 


public utility commissioners. 


* 


Al SO... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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free... 


RECORDING 
& STATISTICAL 


CORPORATION 


100 Sixth Avenue, New York 13, N. Y. 









, = can prove to yourself the value and 

economy of using the famous R & S ‘‘One- 

Step” method of Bill Frequency Analysis. 

Here’s all you have to do—send us: 

1. sample Sales Listing Sheet 

2. your rate schedules 

3. estimate of number of customers billed 
on each rate—AND how many frequency 
tables you need. 

A quotation will be sent ABSOLUTELY 

FREE OF CHARGE— YOU ARE 

UNDER NO OBLIGATION. 


We would also like to send you the 
full story of the ‘‘One-Step" Method, 
write or use the handy coupon. 


RECORDING & STATISTICAL CORP. 
100 Sixth Ave., N. Y. 13, N. Y. 


Send the “ONE-STEP” booklet to: 


Name. 





Address. 





City. Zone State. 





I am also enclosing material for a free cost quotation. 
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“There never was in the world two opinions alike.” 


H. W. Dopps 


President, Princeton University 


Wma. McCuHesney Martin, Jr. 
Chairman, Federal Reserve Board. 


DonaLp W. Dovuctas, JR. 
Vice president, Douglas Aircraft. 


H. E. Stmpson 
President, Baltimore & Ohio 
Railroad Company. 


Lewis L. STRAUSS 
Chairman, Atomic Energy 
Commission. 


EDITORIAL STATEMENT 
The Wall Street Journal. 


Lewis HANEY 
Professor of economics, 
New York University. 


Dovucias McKay 
Secretary of the Interior. 
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“We must gain more respect for the man in politics 
by raising the prestige of political life.” 


¥ 


“The stock market should not be denied access to 
credit, unless you want to promote a lower standard of 
living.” 

* 

“On all sides we hear about the great shortage of 
executive talent, which emphasizes the fact that pros- 
pects are indeed bright for young executives.” 


> 


“Tt stands to reason that if men want security from 
their employer, they should help him to be strong enough 
to provide it. Brotherhood is nothing when it is ex- 
pressed exclusively in words; it is everything when it 
is expressed in deeds.” 


¥ 


“I suspect that during the summer of last year, in 
the heat of the pre-election campaign, it was necessary 
to find an issue [Dixon-Yates contract]. One of my 
newspaper friends . . . said that parties were grasping 
at straws and they got me.” 


> 


“With all the external and internal regulation of stock 
markets now existing, said Mr. Funston [president, 
New York Stock Exchange], the investor is protected 
‘against virtually everything but himself.’ That is the 
truly basic issue in any consideration of the stock market 
as it affects the public interest.” 


* 


“It would be hard to exaggerate the importance of a 
free stock market to a free society. Basically such a 
market is not a gambling resort, but is a fair market place 
for the sale and purchase of the securities that repre- 
sent either safe investments in capital or shrewd specu- 
lation in the profits of business. Such investment and 
speculation are both essential to the free enterprise 
system.” 


v 


“As our demands for energy continue to increase, we 
must assure the wisest use of our exhaustible supplies 
of fossil fuels such as oil, gas, and coal. Hydroelectric 
developments should assume their proper réle ... Before 
too long, atomic energy may be expected to contribute 
to our supply. The primary role in the development of 
the nation’s resources has always been assumed by pri- 
vate individuals rather than by government. That has 
been the historic American way.” 
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6 ways to Save money in communications 





If you want to save money and, at the same time, engineers will gladly make a joint review with 
increase efficiency, let the Bell System furnish your your people. Ask your Bell telephone representa- 
communications. To get the facts, Bell System tive for more information. 


BELL SYSTEM GIVES YOU COMMUNICATIONS AT LOW COST 








TAILORED COMMUNICATIONS —Bell System engineers ROUNDED EXPERIENCE—You benefit from years of Bell 
fit your communications to your needs. You get precisely System experience with specialists in all phases of com- 


what you require. No more, no less. munications. 


° TV VTST 
































RELIABLE MAINTENANCE — You are relieved of repair and 
exact requirements, Bell System communications may be replacement worries. And Bell System preventive mainte- 
expanded or rearranged to match the changing needs of nance insures that your communications stay reliable. 

your business. 





NEWEST EQUIPMENT— The latest developments in com- YOUR MONEY is available to invest in revenue-producing 





munications equipment are available to keep your service projects, not tied up in communications equipment. A 
at peak efficiency without investment of your capital. fixed monthly charge covers your exact needs. 


BELL TELEPHONE SYSTEM 





TELEPHONE MOBILE RADIO TELETYPEWRITER INTERCOMMUNICATION AND PAGING SYSTEMS TELEMETERING AND REMOTE CONTROL 














REMARKABLE REMARKS—( Continued) 


GORDON R. CLAPP 
Deputy administrator, 
New York, New York. 


Ciem D. JonNnston 
President, Chamber of Commerce 
of the United States. 


Mark R. SULLIVAN 
President, Pacific Telephone & 
Telegraph Company. 


Howarp W. SMITH 
U.S. Representative from Virginia. 


Harvey L. Lurz 
Professor emeritus of public 
finance, Princeton University. 


FRANK W. KLINGBERG 
Columnist, Los 2 {ngeles Tinies. 


EUGENE M. ZUCKERT 
Former member, Atomtic 
Energy Commission. 


BENJAMIN F. FAIRLESS 
Chairman of the board, United 
States Steel Corporation. 


“Our scorn for ‘brain-trusters’ has bred a crop of 
petty tyrants and ambitious cynics who seek to be ‘brain- 
busters.” ”” 

ey 

“The slogan of the protectionist—‘more pay for less 
work’—is completely inconsistent with the spirit of the 
western world. My definition of democracy is ‘oppor- 
tunity for excellence in performance and a fitting reward 
therefor.’’ 

y 

“Tevery business, big or little, should strive to oper- 
ate for the good of the community as determined by the 
community’s point of view. That means every business 
must keep close to the people in every town and neigh- 
borhood which it serves.” 


¥ 


“We have what might be called government by dele- 
gation of authority. We have reached a point of cen- 
tralized government that has swallowed up the reserve 
states’ rights. We have transferred the administration 
of justice away from home into the strange and faraway 
hands of the federal courts.” 


* 


“Economic production is the peculiar domain of pri- 
vate capital and effort. Government encroachment into 
that domain is not conducive to a larger total, partic- 
ularly in a society which is as well equipped as is our 
own with private managerial competence and all else that 
contributes to productive efficiency.” 


* 


“The famous British Prime Minister William Glad- 
stone (1809-98) remarked half a century ago that the 
place for an Englishman’s money was in his pocket. 
Most Americans would like to apply Gladstone’s advice 
in the United States. It will not be possible until the na- 
tional budget is brought under control.” 


e 


“There is nothing sillier than some of this talk about 
industry running with the ball under the free enterprise 
system. Progress in atomic power is going to take gov- 
ernment money; it is going to take government ad- 
ministration of much of the technical aspect of the pro- 
gram; government-financed laboratories; and a firmly 
developed pattern of government regulation.” 


¥ 


“. . we come to the old, familiar question: ‘What’s 
wrong with the railroads?’ Why are they in this de- 
pressed financial condition? How can we account for the 
fact that while their annual gross has increased by more 
than $4 billion in the past twenty-four years, their net 
profit has declined by $22,000,000 in the same period? 
Well, study the cold, hard facts as you may, and you 
will be forced, I believe, to the conclusion that America’s 
railroads are being taxed to death, bargained to death, 
and regulated to death. They are caught in a kind of 
three-way squeeze.” 
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How to meet \ 
utility load growth 
Way 


Ry installing Electro-Mobile Power 
right at any new point of need, 
you will— 


ee high-line cost entirely. 











1. Esea 


\ 2. Postpohe—or avoid—expensive addi- 
tionah Senerating station capacity. 





paying\ o fixed charges for surplus 
pons \ 
4. BS e 2 teens line loss; 
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* 
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Rail car, truck trailer 


and portable units— “Oat ke. re : 
350 to 1,000 kw. __-..-siyastaa rite for simple formula 


explaining investment advantages 


of Electro-Mobile Power to: 


ELECTRO-MOTIVE DIVISION 


GENERAL MOTORS * LA GRANGE, ILLINOIS 


Sold and serviced directly through a manufacturer's organization.. Electro-Motive Division 
offices. located in: New York City, Chicago, Jacksonville, St. -Lovis and San Francisco, 


In Canada: GENERAL MOTORS DIESEL, LTD., London, Ontario 
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Only when you have comprehensive, 
accurate, and reliable facts at hand 
can sound decisions be made. 












Reports 
Pp Commonwealth's specialists —with al 
Business Surveys years of experience in financial work, RE 
A . | engineering, taxes, insurance, and the 
ppraisa Ss ; : 
many other phases of today’s business — 
activity will analyze the many factors 
affecting the operations and future SY 
outlook of a given business or industry. CA 
As a preliminary to investment; to ob- 
tain a perspective on existing business ei 
or future expansion; to get all the RED 
facts — use a Business Analysis by 
Commonwealth as your blueprint for LOS 
sound executive decision. 
vol 
DUR 
EME 
“A man’s judgment 
is no better 
than the facts LIGH 
at his command..." 
FEED 
GET THE FACTS! 





Co 


We invite your inquiry. Write for our booklet 
describing in detail the many services avail- 
able to you. 

Address: Department E Re 


INVESTIGATIONS 20 Pine Street, New York 5, N.Y. ties a: 
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REGULATORS 


OPERATION VOLTAGE REPORT NO. 1 





CAPACITORS 


Key facts in the application of regulators and capacitors 


REGULATORS 
AND CAPACITORS 





QUALITY OF 
REGULATION 


Maintain +1 volt con- 
trol in small steps 


Produce fixed voltage 
rise depending on bank 
size 


Provide better regulation 
than regulators or capac- 
itors used alone 





SYSTEM LOAD 
CAPABILITY 


Raise output capability 
by virtue of increased 
output voltage. 


Raise capability of whole 
system and reduce ther- 
mal loading | 


Provide maximum sys- 
tem load carrying ability 





REDUCTION OF 


Some reduction results 


__ from higher voltage, pro- 


ducing lower current for 


Reduce I?R and [7X loss 
on entire system 


Provide economical re- 


- duction of system losses 


LOSSES 


a given load 





VOLTAGE CONTROL 
DURING 
EMERGENCIES 


within 


Output voltage restored 
after short time delay age 
range available 


Help sustain system volf- 


Maintain highest emer- 
gency voltage level 





LIGHT AND HEAVY 
FEEDER LOADS 





Economical to install at 
lighter feeder loads 





Economical to install at 
heavy feeder loads 


Most economical at any 
feeder loading 








Conclusion: 


FOR MAXIMUM ECONOMY 


USE REGULATORS AND CAPACITORS 


Recent surveys show that most utili- 
ties are planning some means of voltage 
control on almost 90% of all their dis- 
tribution feeders. 

Since this represents a sizeable invest- 
ment in equipment, G-E engineers have 
undertaken a comprehensive study of 
feeder voltage regulation problems to 
help utilities choose the equipment that 
provides economical voltage control. 

The increasing use of capacitors as a 
means of regulating voltage has natu- 


§ rally led some engineers to look upon 
» them as competing with regulators. This 


is not the case, since there is a definite 
place for each on any system. 

The most important result of the 
analysis is that: When used jointly, 
capacitors and regulators always give 
superior voltage control, and greater 
return on system line and substation in- 
vestment. 

This is the first in a series of reports 
dealing with the important conclusions 
drawn from the study. For a complete 
discussion contact your G-E Sales Engi- 
neer for GER-1029 or write General 
Electric Co., Schenectady 5, N.Y. 645-1 








PORTABLE DEMONSTRATOR being used by G-E 
Engineers R. M. Butler (left) and D. R. Samson 
to show effect of capacitors and regulators under 
variety of feeder load conditions. 
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Why 

Creosote is 

~” ¢ Still the Miracle 
Wood Preservative | 


a a i 
é 
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Creosote contains not just one but over : 
one hundred ingredients that are toxic to insects, | 
fungi and all other natural enemies of wood. 
That’s one reason why it has been and still Ne 
is the most effective wood preservative. 











Of course, effective creosote treatment depends de 
on the method of application. There must 
be careful scientific control at every step in the 
pressure treating process. During application, | Tr 
the preservative must be measured by precise | 
equipment as it is forced into the wood. 
Final retention, distribution and concentration 
must be checked continually to assure the buyer | 
of the best possible product. This is the type 
of treatment that you get from Amcreco. i 





If you’ve never been an Amcreco customer 
or if you’ve never profited by our years of 
experience and strategically located treatment [ 
plants and sales offices, contact us on your 
next job. We would appreciate an opportunity 
to quote your needs. 


AMERICAN CREOSOTING COMPANY 


INCORPORATED » 











Georgia Forest Products Company 
Gulf States Creosoting Company 
Georgia Creosoting Company 
Kettle River Company 


Shreveport Creosoting Company 
Colonial Creosoting Company 
Federal Creosoting Compony 
Indiana Creosoting Company 











LOUISVILLE 2, KENTUCKY 
18 FIELD SALES OFFICES TO SERVE YOU 
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Now -out of Chrysler Corporation...come 


Aa: CAPRA 


the most rugged trucks ever built! 


Announcing new 


Dodge tw Trucks/ 


The power line with full view design! 





NEW! Super Power-Dome V-8 engines—169 to 202 hp.— 
the world’s most powerful low-tonnage V-8’s—and the most 
dependable sixes! 



















] NEW! Full-view design with biggest wrap-around windshield 

y se of any make! Wrap-around rear window available, too! You 
i get greater safety, easier handling! 
NEW! Higher payloads, new no-clutch transmissions, power 
; steering and braking, fuel-saving overdrive! Plus smartly-styled 
' interiors, colors, 2-toning! Over 100 new features! 

cts, | 
| Now on display at your 

nds} dependable Dodge 

he ¥ 7 

_ | Truck dealers! 
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yn 
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... then Pioneer Service & Engineering Co. with 
53 years of experience in this specialized field, 
stands ready to help you with a complete service 
including preliminary plans, load studies and 
site selection, the design of the plant and 
arrangements for financing its cost. 


Our services and facilities are outlined 
in our booklet, “Pioneering New Horizons’ 
yours for the asking. 


Pioneer Service & Engineering Co. 
231 SOUTH LASALLE STREET e CHICAGO 4, ILLINOIS 





Consulting Engineering e@ Power Plant Design 
Purchasing and Expediting © Financial Advisory Service 
Forecast, Load Study and Performance Analysis 

Stock Transfer and Dividend Disbursement 

Valuation, Insurance, Rate and Business Advisory Service 
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ENABLES HIGHER 
BREAKER RECLOSING SPEED 


Primary protection of power lines by transferred-trip protective 
relaying is now possible with a new type voice frequency car- 
rier equipment developed by Motorola. This new wide band VF 
carrier provides high-speed transmission of tripping informa- 
tion between terminals, enabling all circuit breakers in a line 
section to be opened at the same time. Reclosing is much faster 
than possible with sequential tripping methods, greatly decreas- 


ing effects of line faults on system stability. 


The equipment is designed to provide primary protection. 
Reliability in transmitting tripping information and security 
against false tripping have been proved by extensive tests of 
customer installations. A detailed description including per- 
formance specifications is contained in Technical Bulletin 
E-110. The Motorola Industrial Communications Engineer in 
your area will be glad to supply further information on this 


new power utility product. 


Motorola Communications & Electronics, Inc. 
A SUBSIDIARY OF MOTOROLA, INC. 


Dept. PF 4501 Augusta Blvd., Chicago 51, Illinois 
Rogers Majestic Electronics Ltd., Toronto, Canada 


Please provide more information on wide band VF carrier for pro- 
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| 
tective relaying. 
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all operate t§ 
4 relaying ¢ 
per voice cha 
security agai 
tripping 
continuous 
supervision 


long-life ing 
type tubes 





complete supplier of communications and control 


equipment for the power utility industry: 
power line carrier, aperiodic coupling units, VF 


carrier, supervisory control, microwave relay, 


and 2-way mobile radio. 





















Twofold Benefits From The | 


Analysts Journal 


7, \ts timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 








2, is advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 
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To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


OEE 


To Keep Investment Markets Abreast of Y our C ompany 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 











THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 


oo 
Bs ° Bic 


[) Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. 





(] Please send me your advertising brochure. 


PMD x nse Sets ace isos an ne Ret SF ata Sons us Weve ee eMac ne 
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Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value... 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 





Robertson 


QO-Panels 


H. H. Robertson Company 
2400 FARMERS BANK BLDG. °* PITTSBURGH 22, PA. 
Offices in Principal Cities 
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Q-Panel walls grace the new Elrama Power 
Plant (above) near Pittsburgh. It was designed 
by Duquesne Light Company’s Engineering 
and Construction Department. The Dravo 
Corporation was General Contractor. 

















Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were used 
to enclose the impressive Hawthorn Steam 
Electric Station (left) of the Kansas City, Mis- 
souri, Power and Light Company. Ebasco Ser- 
vices, Inc., designed and built the plant. 


Please send a free copy of your Q-Panel Catalog. 


NAME 
FIRM 


ADDRESS 
PUFI 
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Typical Utility System Load Chart 
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Consumption Trend 
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d the calendar. — 


that operating cy requires’ ® 
the “Sign of Quality” all along the line. 
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APRIL-MAY 





Thursday—28 


Pennsylvania Electric Asso- 

ciation, Meter Committee; 

begins spring meeting, Dur- 
ham, N. C. 


Friday—29 


Water Works 


Association, Montana Sec- 


American 


tion, begins annual meeting, 
Butte, Mont. 


9 


Saturday—30 


Controllers Institute of 

America ends 3-day eastern 

conference, Toronto, On- 
tario, Canada. 


May—Sunday—1 


Liquefied Petroleum Gas 
Association begins annual 
convention, Chicago, Ill. 





Monday—2 


Chamber of Commerce of 

the United States begins an- 

nual meeting, Washington, 
LG. 


Tuesday—3 


American Public Power 
Association begins annual 
meeting, Jacksonville, Fla. 


Wednesday—4 


Wisconsin State Telephone 
Association begins annual 
convention, Loraine, Wis. 


Thursday—5 


National Association of 

Electric Companies begins 

annual meeting, Washing- 
ton, D. C. 








Friday—6 


Wisconsin Utilities Asso- 

ciation ends 2-day home 

service conference, Madi- 
son, Wis. 


es) 


Saturday—7 


Pennsylvania Electric As- 
sociation, Hydraulic Power 
Committee, ends 3-day 
spring meeting, 

Falls, Ontario, Canada. 


Niagara 


Sunday—8 


Electric Institute 
begins purchasing and stores 
annual spring meeting, Bir- 


I:dison 


mingham, Ala. 


Monday—9 


ay 


National Restaurant Expo- 
sition begins, Chicago, IIl. 








Tuesday—10 


American Institute of Elec- 

trical Engineers begins elec- 

tric heating conference, 
Chicago, Til. 





Wednesday—11 


Indiana Telephone Associa- 
tion begins annual conven- 
tion, Indianapolis, Ind. 





Thursday—12 


Public Utilities Advertising 
Association begins meeting, 
Chicago, Il. 





Friday—13 


Pacific Coast Electrical As- 

sociation ends 3-day an- 

nual convention, San Fran- 
cisco, Cal. 
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Courtesy, Mountain Fuel Supply Company 
Yatural Gas Well at Hiawatha Field o 
Colorado-Wyoming Border 
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For Better Use of Power on 
The Farm 


In recent years it has become apparent that more emphasis might 

well be placed on getting the power on the farm, as distinguished 

from previous emphasis on getting power to the farm. Here is an 

account of an effective plan supplemented by an active movement 

to step up the utilization of power on the farm, to increase agri- 

culture production. It is the Inter-Industry Farm Electric Utiliza- 
tion Council, of which the author is a member. 


By JAMES K. SMITH* 


HE vast majority of our farmers (91 
| cent in my state of Kentucky; 
92 per cent nationally) now have 
electric service from a high line. Yet for 
most of them the full wonders of the elec- 
tric age lie tantalizingly out of reach. 
About half of the 5,000,000 electrified 
farms in this country have had service for 
ten years or less. Much of that time has 





*Executive manager, Kentucky Rural Electric 
Co-operative Corporation. For additional personal 
note, see “Pages with the Editors.” 


467 


been marked by emergency conditions that 
have limited the availability of electrical 
farm equipment. There has been no con- 
certed national educational and sales ef- 
fort in this field. The dealer situation varies 
widely from one rural locality to another. 

As a result, the farm power use picture 
today is a spotty one. In some areas, where 
there have been effective loan-building 
and merchandising programs, individual 
farmers may use thousands of kilowatt- 
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hours monthly, with system averages for 
all farm consumers ranging above 500 
kilowatt-hours. In other sections, farm use 
may be limited mostly to lighting and re- 
frigeration, plus one or two fractional- 
horsepower motors for simple chores. 


oe farmers make the most of the 
potentiality of electric power is a 
challenge alike to power suppliers, the 
equipment industry, and agricultural lead- 
ership. A new and potent force in this field 
is the Inter-Industry Farm Electric Utili- 
zation Council, formed by representatives 
of electric companies, rural electric co- 
operatives, and the electrical equipment 
manufacturing industry, with the deputy 
administrator of the Rural Electrification 
Administration serving as nonvoting 
chairman. 
From the outset, the council has had 
these general purposes: 


To initiate, support, and co-ordinate 
activities designed to increase benefits of 
electricity to rural areas of America; 

To develop load-building plans; 

To encourage allied groups or asso- 
ciations to take part in carrying out 
such plans; and 

To prepare and distribute informa- 
tion about and suggestions for load- 
building activities. 


The Inter-Industry Council grew out of 
a meeting held in Chicago in March, 1954, 
sponsored by the Rural Electrification 
Administration. Two hundred or so repre- 
sentatives of the rural electric co-opera- 
tives, the manufacturers, and the electric 
companies attended this conference, and 
discussed in detail, ways and means of 
stimulating an electrical development pro- 
gram in rural areas. They decided that 
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they could do the job best by co-ordinat- 
ing activities and working together, and 
that such a council would provide leader- 
ship for all segments of the electric indus- 


try. 


oy veneniee connected with the industry 

agrees that there is need of a program 
to stimulate wider and more effective farm 
use of electric power. All these groups 
have a big stake in a successful program. 
The electric companies want to sell more 
kilowatts, manufacturers want to sell 
more eqitipment ; and the rural electric co- 
operatives need to increase their revenue 
to be sure of meeting their repayment obli- 
gations to the government. At the same 
time, increased use of electric power brings 
tremendous benefits to farm families. 
Electricity already has played a vital role 
in building up our rural economy. Using 
more power, and using it more efficiently, 
unquestionably could strengthen the econ- 
omy of the whole country. 

The council’s over-all program was in- 
troduced through a series of five area meet- 
ings, held during September and October, 
1954. More than two thousand persons 
attended these conferences, representa- 
tives not only of the electric industry, but 
of agricultural organizations, the state ex- 
tension services, educational groups, and 
government agencies. 

The objectives of these area conferences 
were: 


To present the council’s program 
plans to the electrical industry and all 
interested persons; 

To stimulate similar programs at the 
state level through state organizations; 

To present known facts about poten- 
tial sales in the rural market, and sug- 
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FOR BETTER USE OF POWER ON THE FARM 


gestions for getting more of this in- 
formation through surveys; and 

To discuss the benefits possible by co- 
operating in a co-ordinated program of 
load development. 


The interindustry type of program re- 
ceived overwhelming approval, but more 
important was the decision of nearly all 
of the state delegations to adapt it to the 
state level. 


I MMEDIATELY following the area confer- 

ences, reports began coming to the 
council about actions taken to advance the 
new program—first at the state level then 
at the local level. To date 34 states have 
voluntary interindustry groups at work. 
In seven other states temporary programs 
have been set up or are in process of being 
established. Where state power use com- 
mittees or farm electrification councils al- 
ready existed, it was comparatively easy 
to expand their scope to include this new 
promotion. Co-operation among local rural 
electric systems, electric companies, elec- 
trical equipment distributors and dealers, 
contractors, and representatives of agri- 
cultural and educational groups is the basis 
of the state programs. 

The state councils are coming up with 
programs shaped according to each state’s 
individual needs. These include such fea- 
tures as dealer and personnel training 


q 


7 


courses, planning of group demonstra- 
tions, co-ordinated product promotions, 
co-operative research projects, and appli- 
ance surveys to determine market poten- 
tials. 

The job of the Inter-Industry Council 
is twofold. It plans to co-ordinate the ac- 
tions of the various branches of the elec- 
tric industry, and also to furnish guidance 
to the states in meeting some of the prob- 
lems that will arise in connection with 
their programs. The council plans to help 
by developing a unified calendar of power 
use promotions, by assisting in planning 
market surveys, by distributing informa- 
tion on research projects, and by directing 
specific problems to the proper sources for 
help. 


© dey effectiveness of the new rural pow- 

er use effort will depend largely on 
the way each state organizes to do the job. 
We know that every state has leaders with 
the vision and desire to make it work. 
Some individuals will drag their feet. 
Some will honestly disagree with the prin- 
ciple of co-ordinated effort, and perhaps 
will continue to go it alone. I have heard 
it said that there are three kinds of peo- 
ple—those who watch things happen, those 
who don’t know what happens, and those 
who make things happen. We need a lot of 
the people who make things happen if this 
program is to be a success. 


“Axsout half of the 5,000,000 electrified farms in this country 
have had service for ten years or less. Much of that time has 
been marked by emergency conditions that have limited the 


availability of electrical farm equipment. There has been no 
concerted national educational and sales effort in this field. 
The dealer situation varies widely from one rural locality to 
another. As a result, the farm power use picture today ts a 


spotty one.” 


469 


APRIL 28, 1955 











The council members, and many others, 
realize that difficult problems will arise. 
Often, however, these are not new prob- 
lems; sometimes they are old ones still 
hanging around for lack of a solution. For 
example, we know that much of today’s 
electric wiring is inadequate for the de- 
mands placed on it, especially in rural 
areas. Furthermore, we know that good 
wiring is necessary as the foundation for 
any successful load-building program. 
Most rural electric systems have been able 
to maintain a reasonable control over the 
wiring on farms they serve, since they 
require inspection before connection to 
service. It is the additions, however, that 
give rise to many wiring problems. These 
additions, often made by the farmer him- 
self, or by a friend who is handy with the 
pliers and screw driver, are the source of 
much trouble. 

In some states, wiring codes are in force 
by legislation. I believe that all of us would 
welcome legislation prescribing a minimum 
code, along the lines of the National Elec- 
trical Code. If an independent inspection 
system were set up to enforce compliance 
with the code, we then would be sure of 
adequate wiring installations. And every- 
body—power suppliers, electrical dealers, 
and farm suppliers—would benefit from 
such a code, properly enforced. 


a there is a problem concerning 
dealers. All of us in rural electrifica- 
tion have heard the statement that dealers 
won't take active part in a program of 
rural sales and service—just won’t get out 
and sell in the farm areas. I wonder, how- 
ever, whether we are not a little too quick 
to criticize the dealer. Let’s analyze his 
situation. He is in business to make money, 
just like the rest of us. Many rural dealers 
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handle electrical appliances as a side line 
to the main business which may be a fur- 
niture or hardware store, a service station 
or a garage. They may have limited capi- 
tal, and also limited experience in serving 
farm customers. They have long distances, 
often bad roads, to contend with in reach- 
ing farm customers. In my experience 
with rural dealers and power suppliers, 
however, I have seen the same mistake 
made time after time. The power supplier 
develops what he considers a sure-fire 
promotion. He calls a meeting and explains 
it to the dealers—convinced that they are 
sure to be impressed with his idea. They 
discuss the promotion in considerable de- 
tail; then they go home. Nothing happens. 
Why? 

There may be several reasons for the 
dealers’ lack of interest. In the first place, 
some of them probably already were en- 
gaged in a sales promotion set up by their 
distributors. On the other hand, it may be 
that the suggested promotion was well 
suited to the needs of the power supplier, 
but not of the dealers. Or it may be that 
the power supplier did not make his plans 
in advance. He should never overlook the 
fact that successful promotions are care- 
fully planned, never overnight develop- 
ments. 


H™ is another problem which often 
arises in rural areas—the practice of 
some power suppliers of selling electrical 
merchandise. This is a controversial sub- 
ject, and I believe it can only be decided 
on an individual basis. Is it better to under- 
write a merchandising operation, or to 
spend money developing the market in co- 
operation with the dealers? In some locali- 
ties there unquestionably is need for a util- 
ity company to sell merchandise. In other 
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Financing Rural Load Building 


66 ApeQuateE financing is an important matter to consider in planning 

any rural load development program. While various sources of 
credit generally are available, the farmer is not always able to get the type 
he needs. Since in many cases, farmers receive their principal cash income 
only once or twice a year, they like to arrange to meet their obligations on 
the same basis. This means that low-cost, long-term financing, with 
provisions for semiannual and annual payments, best meets their needs.” 








areas this practice may not be desirable. 
I am sure most of us realize that merchan- 
dising is a specialized operation. Further- 
more, the matter of servicing electrical 
equipment is a continuing and expensive 
obligation. On the whole, it seems to me 
that a merchandising plan could be worked 
out which would have the support of all 
dealers. This undoubtedly would bring the 
best results. 

The situation in the field of farm chore 
equipment, however, is different, and it 
appears to me that the best results come 
about when the power supplier does the 
selling. This is a specialized type of equip- 
ment. For best results, its installation must 
be tailored to the needs of a particular 


farm. This requires the services of a per- 
son technically trained in electroagricul- 
ture. The power supplier is more likely to 
have such people available. Certainly they 
are more able to employ such persons than 
dealers. 

Furthermore, farmers often cannot find 
this type of equipment in rural market 
centers. Therefore, by handling this mer- 
chandise, most utilities would be providing 
a needed service which at this time neither 
competes with nor duplicates existing out- 
lets. 


|. en financing is an important mat- 
ter to consider in planning any rural 
load development program. While various 
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sources of credit generally are available, 
the farmer is not always able to get the 
type he needs. Since in many cases, farm- 
ers receive their principal cash income only 
once or twice a year, they like to arrange 
to meet their obligations on the same basis. 
This means that low-cost, long-term fi- 
nancing, with provisions for semiannual 
and annual payments, best meets their 
needs. 

The ultimate success of the over-all 
program sponsored by the Inter-Industry 
Council depends almost entirely on co- 
operation among all elements of the elec- 
tric industry at all levels—national, state, 
and local. An important step in that direc- 
tion was taken in St. Louis early in Febru- 
ary, 1955, through the National Power 
Use Workshop. This two-day school was 
arranged especially to help members of the 
state committees in their planning of local 
farm power use campaigns. More than 
400 persons took part in the workshop ses- 
sions—representatives of the co-operatives 
and electric companies, of farm equipment 
and appliance makers, contractors, gov- 
ernment agencies, state agricultural col- 
leges, credit agencies, and the farm and 
trade press. 


HE workshop was opened by REA 

Administrator Ancher Nelsen, with a 
challenge to the entire electrical industry 
to step up efforts to lower the cost of rural 
power and to help farmers use electricity 
more efficiently. Several members of the 
council either addressed the conference or 
acted as advisers. Other speakers on the 
program were specialists in various fields 


of power use, sales promotion, and adver- 
tising. Round-table discussions covered 
such subjects as market surveys, farm and 
home water systems, adequate farm wir- 
ing, dealer sales and service, co-ordina- 
tion with agricultural groups and agen- 
cies, and general public relations. 

At the conclusion of the workshop, the 
Inter-Industry Council announced a pro- 
posal to broaden its representation to help 
expedite power use activities at the local 
level. The proposed plans would include 
dealers and distributors of electrical equip- 
ment, wiring and plumbing contractors, 
and other groups interested in promoting 
greater and more beneficial use of electric- 
ity on the farm. We on the council feel 
that the load-building program launched 
about a year ago is now so actively under 
way on a local level that it is desirable and 
necessary to have distributors, dealers, and 
other groups represented on the council. 
Several delegates to the workshop sug- 
gested that such a realignment seemed in 
the best interest of the program. 


oe that the St. Louis workshop will 

help materially in bringing about the 
results desired by the council—greater use 
of electric power and increased sales of 
electrical equipment throughout the coun- 
try. This, naturally, will result in more 
pleasant and profitable living for Ameri- 
can farm families. It is my hope and that 
of the other members of the Inter-Indus- 
try Farm Electric Utilization Council that 
this program will be a demonstration of 
co-operation at its best throughout one of 
America’s greatest industries. 
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Public and Employee Relations in 
South America 


Public utilities operating in Latin America have found that both 
the consuming population and the employees in those countries 
stand in special need of instruction and advice on the operation 
of their utility services—sometimes of a very elementary character. 
This is the story of methods used and developed by an American 
utility organization which is rapidly expanding its business-man- 
aged utility enterprise in eleven Latin American countries with a 
combined service area population of 20,000,000 people. 


By R. V. SEAR* 


HE mention of Latin America in- 
variably seems to conjure impres- 
sions of the romantic, the exotic, of 
fabulous wealth running side by side with 
poverty, of revolutions mingled with rare 
opportunities, and many other legendary 
associations. In a way all are true, and yet 
singly, none of them is entirely true; it is 
the admixture of all these ingredients that 
makes Latin America what it is, a prob- 
lem to be sure, and certainly a challenge. 
One thing is beyond doubt. The eco- 
nomic, cultural, social, and political struc- 
ture and its historical development present 





*Director, public and employee relations, Ebasco 
International Corporation. For additional personal 
note, see “Pages with the Editors.” 


many special aspects and problems, so that 
attention to the human side in business 
assumes a very significant place. The 
fundamental tenet, that all human beings 
are basically the same, remains valid; in 
consequence the principles and techniques 
applied in any activity that deals in human 
relations are the same time-tested and 
proven methods so well understood in this 
country. However, the introduction and 
adaptation of these ideas to the atmosphere 
of the individual countries within the con- 
tinent and their application to the social 
and cultural background of the area, are in 
a sense different, and may be both inter- 
esting and thought provoking. 
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During recent years, ever-increasing 
importance and prominence have been 
given to international co-operation as an 
essential to world peace. The efforts of 
private companies with international con- 
nections to develop friendship and under- 
standing, therefore, take on greater im- 
portance. These efforts go far beyond any 
motives of selfish interest and become a 
definite contribution to progress within the 
separate countries and in the larger inter- 
national theater. The utility companies in 
Latin America associated with American 
& Foreign Power Company, operating 
under the guidance of the service com- 
pany, Ebasco International Corporation, 
offer an example of this international co- 
operation. Perhaps some comment on their 
activities in public and employee relations 
may serve to shed light on the contribu- 
tion made by American business to the de- 
velopment and progress of other countries 
through, what might be termed, their 
“extracurricular activities.” 


zo American & Foreign Power Com- 

pany is a rapidly expanding privately 
owned and managed public utility enter- 
prise, with operating subsidiaries in eleven 
Latin American countries. Approximately 
20,000,000 people live in the service area 
and a total electric-generating capacity of 
over 1,100,000 kilowatts is available to the 
more than 2,500,000 customers in 1,175 
communities. The accelerating economic 
development and rising living standards 
of the people in Latin America impose 
mounting demands for electric power 
which present a continuing and difficult 
problem of financing and operating. There 
is also frequently a lack of understanding 
of the utility story and the basis upon 
which this industry functions. 
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In an endeavor to assist meeting these 
problems it was decided some five years 
ago to place greater emphasis on public 
and employee relations activity. It has al- 
ready been stated that no new techniques 
are involved. In fact, each of the activities 
now being undertaken had been function- 
ing to a greater or lesser extent at some 
locations for many years. The emphasis 
was on co-ordinating the many activities, 
introducing new developments to make 
better use of existing methods, and to 
work toward a final complete over-all pro- 
gram for each individual company. 


_ essential prerequisite to any plan to 
deal with the human side in business 
is the assurance that the willing co-opera- 
tion and participation of employees will 
be forthcoming. Unfortunately, this could 
not be assumed at the beginning because, 
too frequently, employees as individuals 
and collectively through their labor or- 
ganizations were suspicious and mistrust- 
ful of the intentions of their employers. 
It was necessary to start with a subject 
that was as noncontroversial as possible, 
which, at the same time, would present ob- 
vious benefits to the worker. The approach 
was therefore made through a program to 
revitalize the accident prevention cam- 
paign. Here the appeal was clearly humani- 
tarian in its concept and lent itself to a 
dramatic treatment which could stir the 
emotions, yet precluded any destructive 
criticism which might try to suggest that 
the activity was designed to benefit the 
companies at the expense of the employees. 

The activity was started at the top ex- 
ecutive level of all companies and time was 
spent in personal visits and through cor- 
respondence to convince management of 
the desirability of having the program. 
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With top-level support assured, or at least 
after its agreement to proceed had been 
obtained, the techniques and methods, 
which today are considered quite normal, 
were applied. There followed a period of 
persuading, stimulating, and organizing 
through all levels of supervision and 
among the men themselves. An early prob- 
lem was to overcome the pessimistic at- 
titude of many supervisors who contended 
that the men would never respond, and 
indeed that they were incapable of being 
taught safety. Also, it is perhaps not sur- 
prising that superstition played, and, in 
some instances, continues to play an im- 
portant role in hindering progress. But, 
persistence and a firm belief in the sound- 
ness and value of organized activity to 
meet the human needs of the people in the 
company, finally triumphed. The results 
are now evident and the following statis- 
tics show even more clearly what has taken 
place. 


| gnaee to the general adoption of this re- 

organized safety program the mean 
accident frequency rate for all companies 
associated with American & Foreign 
Power Company, Inc., was approximately 
40 per million man-hours worked. Only 
two years later this accident rate was re- 
duced by 50 per cent. Last year, the three 
companies with the best records had ac- 
cident frequency rates of 4.68, 10.30, and 
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11.49. This obviously represents a very 
considerable improvement, and these com- 
panies may well be proud of the fact that 
their performance compares very favor- 
ably with United States national average 
for the utility industry. It is also interest- 
ing to note that of the 60 individual com- 
panies in the eleven countries, six com- 
panies had no accidents whatsoever during 
the entire year, 11 companies ran six or 
more consecutive months without an acci- 
dent, and last year 46 companies had at 
least one month free of accidents. This in 
itself may be regarded as an achievement 
when it is considered that only a few years 
ago practically no company could show 
even a single accident-free month. 

The renewed emphasis on safety and the 
special care taken to obtain employee par- 
ticipation in this activity gave conclusive 
evidence that the companies’ efforts were 
sincere and genuine and were essentially 
for the benefit of the employees. The usual 
procedures and meetings associated with 
accident prevention work automatically 
developed a consciousness of the im- 
portance of teamwork, co-operation, and 
the need for a better understanding of the 
job. Thus, the way was paved for the next 
stage—the reorganization of job training. 


C might appear that so much careful ef- 
fort to prepare the ground and initiate 
the activity was overcautious and even 


nence have been given to international co-operation as an essen- 


q “DURING recent years, ever-increasing importance and promi- 


tial to world peace. The efforts of private companies with inter- 
national connections to develop friendship and understanding, 
therefore, take on greater importance. These efforts go far 
beyond any motives of selfish interest and become a definite 


contribution to progress within the separate countries .. . 
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timid. Events have subsequently proved 
that all the work put in at that early stage 
was more than justified and has paid 
handsome dividends in the smoothness 
with which later progress was achieved. 


ae a small digression, by way of 

explanation, at this point might not be 
out of place. In general, the countries of 
Latin America are in a period of vital 
transition from a social and economic sys- 
tem, now outmoded, to a new system 
needed to meet the demands of an indus- 
trial civilization. This same type of change 
in other parts of the world was attended 
by severe “growing pains,” so it is not sur- 
prising that the people of the Latin Ameri- 
can countries are often perplexed and 
political crises are not infrequent occur- 
ences. 

In trying to adjust to a modern 
machine age and at the same time formu- 
late a social and economic structure within 
each country that will provide the frame- 
work for future progress and advance- 
ment, there is a tendency to go to extremes. 
The social legislation in many of the Latin 
American countries may serve to illustrate 
this. In practically every case the law pro- 
vides far more protection and benefits for 
the worker than are found in the United 
States or in Europe. Unfortunately, this 
has not been accompanied by an equal in- 
crease in productivity, efficiency, and 
understanding of the real meaning and in- 
tent of the legislation. 

There is, therefore, the problem of com- 
plying with the law and at the same time 
the need to educate the people to the reali- 
zation that these benefits, desirable as they 
undoubtedly are, can only be enjoyed fully 
when the people themselves contribute 
their share by working to increase the real 
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wealth of the nation. In fairness to the 
people, it must be said that their patriotism 
is most intense and once they understand 
a situation, their willingness to co-operate 
and their honesty of purpose are of the 
highest order. The problem is most defi- 
nitely one of training and information. 
The material is there but it has to be put 
to proper use. 

Any change from the established order 
creates doubt, uncertainty, and sometimes 
even hostility. It is essential that time be 
spent on a careful introduction of the new 
idea and, above all, that those to be affected 
should at least be given a voice in the 
matter. All this becomes more pronounced 
when the new idea comes from outside the 
group immediately concerned. 


HE training program had as its 

primary objective that of teaching 
workers the technical and practical details 
of their specific jobs. However, in the high- 
ly specialized utility field, and because of 
the widely spread area of operations, it 
was inevitable that a great variation of em- 
ployee educational levels would be en- 
countered. Hence, it was frequently neces- 
sary to take steps to adjust methods of 
teaching to the learning capacity of the 
personnel, and in many cases a start had 
to be made by providing simple courses 
covering elementary principles. At the be- 
ginning a major problem was to convince 
employees, especially those of long service 
with the company, that training was to 
their advantage, and should be welcomed 
as an opportunity through which they 
would personally benefit. Two factors 
were involved that in some respects were 
not unique to Latin America but which 
were given more emphasis because of the 
sometimes exaggerated personal pride of 
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Regulation in Latin America 


a i should be remembered that people in Latin America have become 

accustomed to the prevalence of comparatively large profits in busi- 
ness and industry. It is, therefore, very difficult for them to realize that 
a large enterprise could actually be operating on a modest return. The 
utility company’s extensive physical property, the important place tt holds 
in the community, and the fact that its franchise gives it sole right to serve 
the area, tend to create an impression of extreme wealth and power. A 
great many among both the employees and the public did not know that the 
utility operations are government regulated and, for this reason, are re- 
stricted in the rates that they may apply and the returns they may make.” 








the people. In the first case, the older em- 
ployees, and especially those with first- or 
second-line supervisory responsibilities, 
felt that it was a slight to their prestige 
to suggest that there was anything about 
their jobs that they did not already know. 
Their feeling was that having performed 
their work for so many years they should 
be considered expert. For this reason, the 
first training schools were called safety 
schools. 

In the second case, organized labor 


in some of the countries was extremely 
sensitive of its position and above all of its 
control over members, so that the first in- 
clination was to oppose any organized 
training by the company on the grounds 
that this would prejudice the union’s posi- 
tion by depriving it of some allegiance. 
These difficulties were overcome eventual- 
ly, but not too easily, by organizing a 
structure of committees on which labor, 
management, and union participated in 
formulating the training program. 
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H.*% overcome some of the early and 
basic objections to organized train- 
ing, the next step was to develop a staff 
of instructors. In every case, these men 
were selected from among existing em- 
ployees and usually were foremen or senior 
workmen who had good records. Special 
programs were conducted to show them 
how to teach and for this purpose a method 
similar to that developed by the Training 
within Industry Foundation, which in- 
volves the step-by-step procedure of job 
analysis and instruction, was utilized. Of 
course, it was necessary to adapt all 
methods and procedures to local condi- 
tions, and to do this every effort was made 
to enlist the co-operation and participation 
of all members of the training committee, 
as well as the advice and counsel of any 
other departments within the company that 
might usefully contribute. 

The first training centers dealt with the 
work of line crews, because it was felt that 
their work involved both skill in the job 
and the ability to perform it at the pole top 
in all kinds of weather. The facilities made 
available for this and the basic type of in- 
struction were patterned after the many 
excellent line schools operated by utility 
companies in the United States. From this 
start the agenda of the schools has been 
gradually expanded to include all phases 
of utility work, including underground 
cables, meter and service installation, 
power plant operation, office work, and the 
many other branches of the service. 

In discussing the organizing of training 
facilities, great credit must be given to the 
many persons who, in spite of almost a 
complete lack of previous experience in 
this activity, displayed their ingenuity and 
willingness to work hard and long to pro- 
duce written texts, manuals, innumerable 
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visual aids, including slide films in color, 
and displays of many interesting varieties. 
Reference was had to text material ob- 
tained in the United States. However, in 
every case, it was necessary to produce 
new material in the language and local 
idiom of the country, and painstaking ef- 
forts were made to shape this material to 
make it suitable for use by men whose edu- 
cational background was frequently much 
less complete than that of the average 
worker in the United States. Another 
problem that had to be overcome was the 
standardizing of the names and termi- 
nology to be used. Uniformity for all coun- 
tries was impossible to achieve, and indi- 
vidual standards had finally to be resorted 
to for each location. 


enna proceeding with comments on 
the other parts of the program, it 
might be appropriate to make some brief 
remarks on the results so far obtained 
from this organized training program, 
which is still relatively young. In the first 
place, the workers themselves were quick 
to realize the benefits of organized train- 
ing and did not hesitate to express their 
approval verbally and to show it by extend- 
ing the most heart-warming co-operation 
and effort. This sincere feeling of appreci- 
ation has spread rapidly, and not only does 
it prove the success of training activities 
from the practical point of view, because 
efficiency has improved and accidents have 
gone down, but, beyond this, it has created 
a deep understanding between employees 
and management, something which was 
badly needed and which has brought con- 
siderable benefit to both parties. 
The clearest evidence of this lies in the 
statement of a leading labor leader in one 
of the larger countries, who said he wel- 
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comed this effort on the part of the com- 
pany to develop training facilities, because 
it was in the interests of labor to co-operate 
in an activity which inevitably would bring 
improvement in working conditions for 
the men, with greater opportunity for their 
progress. Another manifestation has been 
the unaided development of ideas by in- 
dividual employees to create devices, equip- 
ment, or procedures that have made the 
work easier and safer. Many of these ideas, 
which were both clever and useful, might 
in all probability have lain dormant and 
unused, if the activities of the training 
program had not provided the incentive 
and the facilities for their development. 


HIs only confirms the fact that the 

worker in Latin America is as anx- 
ious to learn and improve himself as his 
counterpart in many of the more industri- 
alized countries. Over and above this, and 
due possibly to the greater emotional sen- 
sitivity of the Latin Americans, the train- 
ing program has awakened astonishing en- 
thusiasm which spontaneously led to im- 
provements in teamwork and co-operation 
that exceeded the most optimistic expecta- 
tions. Endless effort still lies ahead but the 
experience so far obtained clearly indicates 
that the earlier doubts and fears may be 
cast aside, so long as care is taken to in- 
troduce, initiate, and develop each phase 
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properly. It is also reasonable to say that 
this activity need no longer be classified 
as being of “possible value” but has be- 
come a proven necessity. 


r common with accepted thinking on the 

subject of training, it was soon demon- 
strated that the backbone of the organiza- 
tion rested in the ranks of first- and sec- 
ond-line supervision. Therefore, special 
efforts have been made to train foremen 
and supervisors. The conference method 
has been adapted to local needs, and some 
outstanding programs have been in opera- 
tion for some time. The idea of a guided 
conference under a conference leader is by 
way of being an innovation in Latin 
America. In general, no unusual basic 
problems were encountered, and, in some 
ways, once the method had been intro- 
duced it was comparatively easy to carry 
out, due to the fact that the average per- 
son in Latin America is less inhibited on 
the subject of public speaking. This, on 
the other hand, had some disadvantages, 
making it necessary to plan conferences 
along more rigid lines, so that the subject 
could be kept within bounds. Once again 
the greatest enthusiasm has been displayed 
and all participants feel that the time spent 
in discussing problems has resulted in 
mutual benefit and in many cases has given 
them a broader and more thorough under- 


“any attempt to deal with the human side in business in 
q the rapidly changing scene of Latin America can only be suc- 
cessful when it takes careful note of the local problems tn each 
country and thoroughly adapts basic principles to the needs of 
the particular community. Furthermore, it must offer truly 
constructive ideas and be presented in a manner which stirs 
the imagination by showing the people goals that will inspire 


their best efforts.” 
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standing of their work and that of others 
in the company than would have been pos- 
sible by any other means. 

Attention is also being paid to develop- 
ing the scope of engineers and administra- 
tive staff. There is a regular program to 
bring staff members to the United States 
for special organized visits to broaden their 
experience and increase their knowledge 
of the latest techniques in their respective 
fields. These visits of client company per- 
sonnel have proven of inestimable value, 
as a means of increasing the ability and 
usefulness of the staff members in their 
particular activities, and has utilized a fur- 
ther medium for improving international 
understanding. 


sae training and safety efforts of the 
various companies have produced re- 
sults which go far beyond the immediate 
and direct needs of the companies them- 
selves. There are many cases to illustrate 
the effect of the companies’ internal pro- 
grams upon the local populations, upon 
local governments, and upon other com- 
panies. 

For example, recently in one large 
country the assistant to the Minister of 
Labor, upon visiting one of the training 
centers, said: 


I find this activity of extreme interest 
and would like to have a copy of the 
manual which you have prepared for 
your pupils. I would like to say that this 
work goes far beyond technical training. 
It is an activity of great social im- 
portance. I sincerely hope that other in- 
dustries will follow your example. You 
are pioneers in this endeavor and I offer 
my congratulations. 


In the matter of safety the companies’ 
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participation in local National Safety Con- 
gresses, Safety Weeks, and other similar 
activities has made an important addition 
to the information and techniques on this 
subject being placed before the public. 
During the last two or three years, there 
have been regular reports of lifesaving by 
company employees who have utilized 
their knowledge of artificial respiration 
and first aid, acquired by attending com- 
pany training classes, to assist members of 
the general public. Many medals and cer- 
tificates of award have been presented to 
company employees in recognition of these 
acts. 

More recently, the safety departments 
of the companies have entered upon pro- 
grams of co-operation and assistance with 
other public services, such as fire brigades 
and local police. These efforts have 
brought forth spontaneous newspaper 
comment, complimenting the companies on 
their civic mindedness and contribution to 
the progress of the community over and 
above the basic contribution they make by 
providing electric service. 


HE awakened consciousness of the 

need for greater co-operation and 
teamwork brought about by the training 
program served as a necessary introduc- 
tion and prepared the setting into which 
other efforts directed toward improving 
employee relations could be placed. 

The factors involved were not greatly 
different from those that have been en- 
countered in the United States. However, 
once again, the effects of the special back- 
ground of Latin America presented 
characteristic variations of these basic 
problems. The essential point was the need 
to inform employees about the company, 
its activities, problems, and aspirations. In 
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The Growing Democratic Base of Latin America 


cé HE introduction of modern public relations techniques into Latin 

America has taken on added importance during recent years be- 
cause of the very significant growth of the influence of public opinion. A 
few years ago it was to a great extent true to say that the various countries 
were essentially controlled by a relatively small group of government and 
community leaders. Today these leaders are finding it increasingly im- 
portant to pay attention to the opinion of the average citizen; and votes 

at election time are becoming a vital factor.” 








too many cases, employees had devoted 
themselves to their own specific activity so 
exclusively, that their interconnection with 
the activities of other departments had be- 
come obscure. Hence, they eventually 
found themselves in what might be termed 
“little watertight compartments.” This, 
obviously, created many misunderstand- 
ings and even antagonisms, which, unfor- 
tunately, further emphasized some of the 
attitudes of suspicion already mentioned 
in this article. 

A second major factor involved was the 
prevalent lack of understanding of basic 


economic principles. It should be remem- 
bered that people in Latin America have 
become accustomed to the prevalence of 
comparatively large profits in business and 
industry. 

It is, therefore, very difficult for 
them to realize that a large enterprise 
could actually be operating on a modest 
return. The utility company’s extensive 
physical property, the important place it 
holds in the community, and the fact that 
its franchise gives it sole right to serve the 
area, tend to create an impression of ex- 
treme wealth and power. A great many 
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among both the employees and the public 
did not know that the utility operations 
are government regulated and, for this rea- 
son, are restricted in the rates that they 
may apply and the returns they may make. 


i trying to present information about 
the company to correct false impres- 
sions and provide the fundamental knowl- 
edge that was lacking, several important 
points had to be given consideration. The 
presentation had to be simple, interesting, 
and credible, and the story had to be de- 
veloped from its elementary aspects over 
a period of time in easy steps so that an 
atmosphere of receptiveness would be 
created at the same time that the facts were 
being presented. 

A start on this problem was made by de- 
veloping simple company publications. In 
many cases these were initially in the form 
of safety bulletins which were gradually 
expanded to include other subjects about 
the companies’ activities until they finally 
became full-fledged house organs or em- 
ployee magazines with basic aims which 
now include the following: 


1. To supply information on company 
activities. 

2. To shed light on company practices 
and problems. 

3. To stimulate enthusiasm and a 
broader study of the daily work. 

4. To promote the idea of service to 
the public. 

5. To explain the economic aspects of 
the company’s operations. 

6. To foster good employee morale by 
recognizing merit and long service. 

7. To encourage training and safety 
activity. 

8. To support social, cultural, and 
sports activity. 
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Simultaneously with the company pub- 
lications, a special information program 
was started. The purposes and goals were 
the same as those of the company publica- 
tions but slide films and recorded dialogues 
specially prepared locally by company staff 
were used as the medium and were shown 
at meetings of employees. This program 
presented additional advantages as it 
brought groups of employees together for 
a specific purpose and at the same time 
gave individuals the chance of creating a 
bond of personal feeling and comradeship 
that in itself went a long way toward 
building morale. 


HE human wants, common to all man- 

kind, which include pride and satis- 
faction in one’s work, a sense of belonging, 
and a feeling of importance are among the 
first elements that must be taken into con- 
sideration. Both the company publications 
and the information films accomplish this 
by featuring employee pictures and the de- 
scription of their work in a prominent 
manner. 

As well as telling about the work, 
the presentation shows and emphasizes the 
importance of even the simplest job done 
by the individual and relates this to the 
company’s over-all effort to give essential 
service to the community. Furthermore, 
the laudable nationalistic pride of the peo- 
ple is recognized by explaining that, in the 
final analysis, all constructive work is a 
real contribution to national development 
and progress. 

It is worth noting that, throughout the 
various phases of this activity, every effort 
has been made to utilize local talent and 
company employees in the organizing and 
conducting of the program. No profes- 
sional teachers, editors, or film producers 
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were introduced, but members of the com- 
pany who showed some aptitude or incli- 
nation for the work were chosen and slow- 
ly encouraged to develop other latent skills. 
This method may, at first, appear too dif- 
ficult and wasteful but in actual practice 
the ultimate results have proved the con- 
trary. It is vitally important that the com- 
position of the activity and its presentation 
should meet the needs of the local people 
and deal with their specific problems in an 
atmosphere with which they are familiar. 
Furthermore, a tremendous feeling of 
pride is engendered by making it possible 
for the employees to participate actively so 
that in the truest sense the achievement is 
their very own. 


_ the company publications and the 

information programs have served a 
most useful purpose in presenting the 
story of private enterprise and introducing 
ideas of basic economics in simple elemen- 
tary ways that are easily understandable. 
Considerable emphasis was given to the 
relationship between customer, employee, 
and investor to show that a business can 
only be successful when each of these par- 
ticipants receives his just and equitable 
share from the enterprise. It was pointed 
out that the customer must be given ade- 
quate service at reasonable rates; the em- 
ployee, fair wages and job security; and 
the investor, a just return to encourage in- 
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vestment which is the source of capital for 
expansion. This activity has served to 
create a better understanding of the com- 
pany’s position among employees and, 
through them, has been conveyed to their 
acquaintances in the community. 

The endeavor is now being expanded to 
include other aspects of human relations, 
which, it is hoped, will ultimately serve 
to minimize many of the irritations and 
misunderstandings that arise among any 
large group of people working together. 


S far, the discussion has been confined 

to matters concerning the employees. 
The remaining comment will be devoted 
to relations with the public. This sequence 
is not accidental, as it forms part of the 
planning behind the entire activity. In 
other words, a basic concept is that good 
public relations cannot be achieved unless 
preceded by good employee relations, 
which, in turn, means that real effort must 
be made to promote activities that have 
employees as their major concern. The 
various programs so far commented upon 
obviously include these aims. 

The introduction of modern public re- 
lations techniques into Latin America has 
taken on added importance during recent 
years because of the very significant 
growth of the influence of public opinion. 
A few years ago it was to a great extent 
true to say that the various countries were 


cation and can serve two very important needs. Through them, 


q “PuBLicity and advertising constitute a channel of communi- 


the little-known, and less-appreciated, utility company story 
may be told to the general public. Equally important they may 
serve to boost the morale of employees by publicizing the fine 
work and devotion to duty which all too often are not given 
the public recognition they deserve.” 
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essentially controlled by a relatively small 
group of government and community 
leaders. Today these leaders are finding it 
increasingly important to pay attention to 
the opinion of the average citizen; and 
votes at election time are becoming a vital 
factor. From this same point of view, 
private companies now find it more neces- 
sary to acquaint the public with facts 
which have a bearing upon their opera- 
tions. The utility business is making this 
discovery just as it did a few years ago in 
the United States, and to a large extent 
the same problems are encountered and 
the same techniques for dealing with them 


apply. 


mene and advertising constitute a 
channel of communication and can 
serve two very important needs. Through 
them, the little-known, and less-appreci- 
ated, utility company story may be told to 
the general public. Equally important they 
may serve to boost the morale of em- 
ployees by publicizing the fine work and 
devotion to duty which all too often are 
not given the public recognition they de- 
serve. The dual purposes have been 
achieved by taking advantage of company 
publicity and advertising to spread the 
story of the company’s normal daily ac- 
tivities to render good electric service and 
the special efforts made to train personnel. 
At every opportunity, full use is made of 
photographs of individual employees, men- 
tioning them by name and describing their 


particular jobs. These efforts have brought 
forth spontaneous public and employee ac- 
claim with a resulting boost to employee 
morale and an attendant betterment of 
public good will. 

In addition to the newspaper advertis- 
ing and other publicity efforts which fol- 
low the general pattern set by utility com- 
panies in the United States, a real effort 
is being made to give the program a solid 
base. Special courses have been prepared 
to deal with customer relations, and in- 
clude such matters as telephone courtesy, 
employee-customer relations in the office 
and in the field, public safety, and motor 
vehicle driver courtesy. Many of these 
items have been made the subject of book- 
lets which are distributed to employees 
and frequently to the public when they 
may serve a useful purpose. The com- 
panies’ activities in this regard have been 
very favorably commented upon in the 
communities served. 


conclusion, it might be said that any 

attempt to deal with the human side of 
business in the rapidly changing scene of 
Latin America can only be successful 
when it takes careful note of the local 
problems in each country and thoroughly 
adapts basic principles to the needs of the 
particular community. Furthermore, it 
must offer truly constructive ideas and be 
presented in a manner which stirs the 
imagination by showing the people goals 
that will inspire their best efforts. 





“THE success of all business and economic systems and all worth- 
while endeavors depends upon righteous leaders and righteous 
people, and we can have neither without honest work and fair 
play. A character standard is far more important than a gold 


standard.” 
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ff, E. SIMPSON, 
President, Baltimore & Ohio 
Railroad Company. 
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Should Public Utility Commissioners 
Be Elected or Appointed? 


PART I. 


The question of whether public utility commissioners should be 
appointed or elected is an old one in the experience of public 
utility regulation in the United States. Furthermore, it is a ques- 
tion which still finds champions and much argument on both sides. 
The article contains an examination of the arguments pro and con 
and the relative performance of the appointed and elected commis- 
sions. In the first of this 2-part series, the author describes how 
the dual system began. 


By LINCOLN SMITH* 


HE question whether public utility 

commissioners should be elected or 

appointed is not so simple and direct 
as it may appear at first glance, either to 
specialists or to the general public. Sev- 
eral questions immediately arise. Elected 
or appointed by whom? Which commis- 
sions? Would the same answer apply to 
both large and small states? Should there 
be a different standard for state and na- 
tional commissions? Other questions with 
philosophical implications are likewise in- 
volved. Is a categorical answer possible? 
Is an objective answer within the realm 





*Visiting scholar, Columbia University, New 


York, New York. For additional personal note, see 
“Pages with the Editors.” 





of feasibility? Or would such an attempt 
be presumptive and dogmatic? 

This article will endeavor to provide, in 
two instalments, (1) an unbiased analysis 
of the theory underlying each system, and 
(2) the practical results of the rival meth- 
ods in significant jurisdictions. Various 
opinions will be cited in an attempt to 
broaden the piciure. The discovery of 
new principles or universal remedies are 
not to be expected. The central theme is 
that neither the appointment nor election 
of commissioners in itself is a solution. 
The two alternatives must be seen in rela- 
tion to their social environments. Basical- 
ly, the two methods are merely instru- 
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mentalities, in the minds and hands of 
passing generations of citizens, and their 
formally or informally installed leaders in 
the respective states and territories. 

In some areas the best one can do is to 
pose and develop the problem. It is of- 
fered suggestively, and without any at- 
tempt at advocacy. Both phases of the 
study penetrate the area of value judg- 
ments, wherein one man’s considered 
views are as good as those of another. 
Unfortunately, however, a great many 
have not taken the time to think through 
critically the elective and appointment 
processes for commissioners; many of 
their opinions are based on hunches and 
stereotypes. The question is not only one 
of widespread academic interest through- 
out the United States, but it also is very 
timely in several states, notably New 
Mexico and Oregon, where it has become 
a current issue. 


+ nana is a sound reason why we will 
have to confine our discussion to the 
state commissions. Reference to the na- 
tional agencies is necessarily excluded, be- 
cause the election of national commis- 
sioners would be inconsistent with the 
American tradition for the popular elec- 
tion of only two national officials—the 
President and the Vice President. Geog- 
raphy and sheer size dictate a short na- 
tional ballot. American federalism like- 
wise precludes any serious consideration 
of state election or statutory apportion- 
ment of nonconstitutional administrative 
officials. 

At the outset, we must recognize that 
there is a trend toward the appointment 
of commissioners. We shall see also that, 
on occasion, the two systems merge. We 
must also concede in the beginning that 
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both the appointment and election systems 
have produced and still produce many 
able commissioners in the respective states. 
Both have also produced commissioners 
who have not been so able. There is no 
way to prove any assertion that either 
method recruits superior men and women. 
One can argue that either system ought to 
secure “better” commissioners; but such 
contentions are a futile expenditure of ef- 
fort, unless common agreement is reached 
on what constitutes the ideal qualifications 
for a commissioner. And at some place 
in this speculation there would have to be 
a general accord on the aims and objec- 
tives of the regulatory movement. There 
is more to be reckoned with here than 
mere definitions. 


B°™ the appointment and election of 
commissioners are recognized equally 
as ingredients in the American political 
process. Election is based on the notion 
of direct popular government. Appoint- 
ment is based on the philosophy of repre- 
sentative government. Both are demo- 
cratic. The former is a relative term— 
even in many of the New England town 
meetings of today. Appointment, like- 
wise, is responsive to the economic and 
political climate through the interme- 
diaries of responsible officials chosen at 
free elections. We find that particular 
states have an ingrained preference for 
one or the other system. Even though this 
might suggest complaisant acceptance of 
the status quo, there is something to be 
said for continuity of a system already in 
use, and the psychological security at- 
tached thereto. The fact that certain elec- 
torates have greater confidence in their 
own parochial methods than in an untried 
one is a valid, though not conclusive, rea- 
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son for maintaining it. The burden of 
proof rests with those who would change 
those methods. 

First, let us consider the trend in the 
states away from the election of commis- 
sioners and in favor of appointment. 
While this phenomenon does not prove 
the over-all superiority of either method, 
it deserves recognition as evidence sup- 
porting a growing conviction. A careful 
survey of state commissions in 1929 
showed that the commissioners in 20 states 
were elected, and that 28 jurisdictions re- 
sorted to the appointment process.’ At 
that time 47 states and the District of Co- 
lumbia supported regulatory commissions, 
either as constitutional or statutory agen- 
cies. Election was usually by popular vote. 
The appointment method was more 
varied, ranging from placing complete 
authority in the governor to nomination 
by the governor and ratification by one 
house of the legislature or by an execu- 
tive council. 


NOTHER FORTNIGHTLY survey? in 
1954 revealed that commissioners 

are elected to 19 agencies,® while they are 
appointed on 35 commissions.* In this 
quarter-century interim, three states, Ar- 
kansas, North Carolina, and Wisconsin, 
switched away from election to the ap- 
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pointment of commissioners by their gov- 
ernors. In the same interval six new com- 
missions were created in Delaware, Puerto 
Rico, Hawaii, and New Mexico, and two 
in Kentucky. All six chose the appoint- 
ment process in establishing their regula- 
tory boards. Most of these changes oc- 
curred in the last decade or so. Only two 
states, South Carolina and Virginia, 
changed from appointment to election. 
And even in those two states popular elec- 
tion was not adopted, but rather election 
by state legislatures. 

It is clear that in some instances the firm 
hold of rigid state constitutions which es- 
tablished the regulatory agencies and pre- 
scribed popular election of members is in 
part responsible for the election of com- 
missioners. Some of these constitutions 
were instituted before public administra- 
tion and its attendant staffing problems 
became recognized as a special field of 
endeavor. A change in procedure now 
would invoke the difficult and cumber- 
some process of constitutional amend- 
ment. In Kentucky and New Mexico, for 
example, the original commissions must 
be elected because of constitutional provi- 
sions. When technological progress dic- 
tated more widespread jurisdiction over 
newer utility services, it was simpler for 
each state to pass organic acts which cre- 


recognized equally as ingredients in the American political 


q “Botu the appointment and election of commissioners are 


process. Election is based on the notion of direct popular gov- 
ernment. Appointment is based on the philosophy of repre- 
sentative government. Both are democratic. The former is a 
relative term—even in many of the New England town meet- 
ings of today. Appointment, likewise, 1s responsive to the 
economic and political climate through the intermediaries of 
responsible officials chosen at free elections.” 
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ated statutory commissions. Kentucky 
established two more agencies, and New 
Mexico one. The members of these three 
commissions are appointed. Thus, Ken- 
tucky has three separate regulatory panels, 
one elected and two appointed; in New 
Mexico the older commission is elected 
and the more recent one appointed. 
Even in jurisdictions wherein commis- 
sioners are elected, the appointment 
process sometimes paves the way for the 
eventual choice. Interim appointments by 
governors until the next regular election 
is the means. In Tennessee, for example, 
the last four members of the railroad and 
public utilities commission originally were 
appointed to fill vacancies. Each appoint- 
ment subsequently was ratified by the vot- 
ers at the polls, once without opposition.® 


ia Virginia where the commissioners 
are elected by the legislature, gover- 
nors have made ad hoc emergency ap- 
pointments which had the practical result 
of procuring the election of the incumbent 
commissioner for a full term.* This tech- 
nique, when such occasions occur, pro- 
vides the chief executive with opportuni- 
ties to gear top commission personnel with 
his administrative program. It may have 
the cumulative effect of making commis- 
sioners more responsive to the adminis- 
tration than to the electorate. The com- 
missioner is in part beholden to the gov- 
ernor, because the latter’s endorsement of 
the temporary appointee presages his 
nomination and gives him a head start on 
rival candidates. He becomes a virtual 
commissioner-designate. If pushed to ex- 
tremes, this device could be used to negate 
much of the theory behind popular elec- 
tion of commissioners. It is somewhat 
analogous to the legal procedure for the 


APRIL 28, 1955 


PUBLIC UTILITIES FORTNIGHTLY 





selection of judges in California and Mis- 
souri, where they are appointed in the first 
instance, but required to stand for elec- 
tion for succeeding terms. It is also some- 
what of a replica of presidential provi- 
sional appointments when the Senate is 
not in session to act on ratification, ex- 
cept that on the national level there is 
no blending of the elective and appointive 
processes. 

Many experts in regulation argue that 
the better commissioners are often those 
who are promoted from staff status, and 
that practice is on the increase. A recent 
canvass’ found that eight current state 
commissioners previously had held staff 
positions. Seven of these promotions 
were in states which adhere to the appoint- 
ment of commissioners, while the eighth 
was in Tennessee, where commissioners 
are elected. Further investigation re- 
vealed, however, that Commissioner John 
C. Hammer originally was elevated to the 
Tennessee commission from its staff by 
means of a recess appointment by the gov- 
ernor.2 After more than four years of 
service on the staff, he was appointed com- 
missioner when an incumbent resigned for 
war service. The next year he won the 
Democratic nomination and was elected in 
his own right. 


meee “career” appointments, how- 

ever well-qualified by the experience 
of years of satisfactory staff service, are 
not always politically practical nor neces- 
sarily desirable. To advert temporarily to 
the federal regulatory field, consider the 
situation which faced the present admin- 
istration coming to office in 1953, after 
twenty years of control of the federal gov- 
ernment by the political opposition. It 
found all the regulatory commissions 
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The Philosophy of Regulation 


wall, eae philosophical basis for the ap- 

pointment of commissioners in- 
volves much of the theory of public 
administration. Regulation is primarily 
an administrative function. It is not a 
legislative, executive, or judicial task, 
even though all three are interfunctionally 
related to regulatory administration. Sci- 
entific regulation is concerned with these 
three elements only incidentally. More spe- 
cifically, the task of regulation ts to 
administer certain statutes according to 
legislative intent.” 








manned from top to bottom by appoint- 
ments or promotions made during the 
long reign of the other party. To start 
filling vacancies as they occur from staff 
levels under such circumstances might 
well be to elevate and confirm in office of- 
ficials out of harmony with, if not po- 
litically hostile to, the administration’s 
own aims and policies. 


AP from any rights which the 

patronage-starved supporters of the 
administration might have had to recog- 
nition, it might be reasonably argued that 
the new President had the right and good 
cause to make his appointments from 
sources more in harmony with his own 
views. This may explain the numerous 
appointments made by the present admin- 
istration to federal commissions from the 
ranks of the state regulatory commis- 
sions, rather than “career” elevations from 
existing staffs. 























Returning now to the state commis- 
sions, the theory which sustains the popu- 
lar election of commissioners is logical. It 
involves a political philosophy reminiscent 
of Jacksonian democracy, and a regula- 
tory ideology based on the supremacy, un- 
der the law, of the legislative aspects of 
regulation. Its historical antecedents are 
rooted in the Granger and other protest 
movements wherein implicit faith in the 
common man and explicit reliance on po- 
litical action through the medium of po- 
litical parties were the order of the day. 


_—— to this line of thought, a reg- 

ulatory tribunal has primarily a leg- 
islative function to perform. It is a peo- 
ple’s agency, charged with defending the 
rights of the public against the powerful 
monopoly and intrenchment of vested in- 
terests. The best way to protect the gen- 
eral public, so the argument goes, is to 
place ultimate responsibility for the selec- 
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tion of commissioners in the lap of the 
voters, because consumers are the weak- 
est interest concerned. Yet they are also 
the most vitally interested party. Inas- 
much as people generally deserve the qual- 
ity of government they order, if an inept 
commissioner secures election nobody is 
to be blamed except the voters and non- 
voters, and perhaps the political party 
which recommended an unfortunate can- 
didate. Party leaders may be relied upon 
to offer a “balance of talents” for a com- 
mission. Furthermore, direct election re- 
duces the possibility of rewarding party 
hacks and lame ducks who happen to know 
the governor with responsible policy-level 
appointments. 


AY elected commissioner can make a di- 

rect appeal to his constituents, and 
thus voters may have a direct hand in de- 
termining commission policies. Under the 
elective system, a candidate for commis- 
sioner may announce in his prenomination 
and pre-election campaigns a sharp pro- 
gram of regulation. In this respect he dif- 
fers from an elected judge, who cannot 
campaign on more than platitudes, lest he 
be accused of unethical and unprofessional 
conduct. For example, Paul A. Walker 
(later to become chairman of the Federal 
Communications Commission and dean of 
federal regulators) was originally elected 
to the Oklahoma Corporation Commission 
on this platform: His slogan in the cam- 
paign was “enforcement of all the laws, 
fair rates for all utility consumers, con- 
servation of natural resources, and a con- 
tinuation of the right to improve the 
freight rate situation in Oklahoma.” He 
asserted that he did not think the com- 
mission, as it was then constituted, was 
operating in the public interest, and 
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promised, if elected, a change in policy 
and an improvement in personnel.® 


|| pennies have been extremely re- 

luctant to elevate wealthy men to pub- 
lic office—hence elected commissioners of 
moderate means will better understand 
consumers’ problems. One of the United 
States Senators from Illinois once wrote: 
“Wealth is a distinct asset to an appointive 
official.””?° 

With the objective of securing a public- 
minded commission, election supposedly 
lessens control of the commission by a ma- 
chine, and eliminates the practice of “pull- 
ing strings behind the scenes” in order for 
an individual to win the political plum of 
a commissionership. The fact that many 
governors have advocated a change from 
election to appointment has been critically 
interpreted as a move to secure political 
patronage for themselves rather than for 
the benefit of the public. 

Under the appointive system emphasis 
may be placed not so much on a policy 
program as upon general administrative 
ability and pre-entry training and experi- 
ence in problems of regulation. This al- 
ternative generally is favored by the pub- 
lic administration and academic experts. 
It assumes peremptorily, however, that 
the voters should not have a direct voice 
in the regulation of public service com- 
panies, and that the paternalism of pro- 
fessional expertise is superior to what the 
voters want—or think they want. 

In a sense the commissioner may be 
compared with the legislator. An argu- 
ment can be made that each commission 
is a little economic parliament operating 
as an arm or agent of legislative authority 
and with surrogate jurisdiction within an 
area of administrative choice." Adams saw 
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the commission as an outgrowth of the 
legislative committee.” More important 
is a growing awareness that in recent 
years the major portion of state regula- 
tion is that of rate making. And rate 
making is construed by the courts as a leg- 
islative and not a judicial act.’* The fact 
that a large segment of the regulatory 
process consists of value judgments and 
policy decisions which are resolved by po- 
litical choice indicates that commissioners 
are administrative policy makers and 
therefore deserve political election the 
same as legislators and chief executives. 
Thus, the voters could control much of 
the pace a commission sets, ranging from 
vigor to inertia.’* Of course this, too, is 
only relative, because if a commission dis- 
torts the law, regulates arbitrarily, or 
ultra vires, judicial reversal will result. In 
fact, a commission which identifies itself 
as a public prosecutor with its own sense 
of mission to “soak” the utility companies 
will find itself in a vacuum, with ultimate 
responsibility for the bulk of regulation 
transferred to the courts. In some juris- 
dictions, however, courts have been re- 
luctant to interfere with administrative 
discretion except in cases which more ob- 
viously overstep the constitutional limits 
of confiscation. 


_ ie yrerseunee Ingram B. Pickett, 
chairman of the elective New Mex- 
ico Corporation Commission, has stated 


e 


aptly the “case” for the election of com- 
missioners : 


Elected members are elected by the 
citizens of the state who are actually 
the consumers of all utilities, and there- 
fore have a direct interest in the com- 
missioners they elect. Appointed com- 
missioners are appointed by the gover- 
nor and human nature dictates that 
their decisions are more or less based 
on the ideas of the governor who ap- 
pointed them. As a matter of fact, 
many decisions are reached by an order 
or hint dropped by the governor which 
is not always in the best interest of the 
consumer. ... When a commissioner is 
elected for six years he owes his posi- 
tion to no one but the consumer of the 
utilities, whereas an appointee is always 
under obligation to his appointer.”® 


Sheen logic behind the appointment of 

commissioners involves both prag- 
matic and doctrinaire postulates of more 
recent origin than the strategy behind the 
election of commissioners. It attacks the 
election alternative in the states as having 
failed to produce many able commission- 
ers and for having failed to provide posi- 
tive and effective regulation in very many 
states. Of course these superficial asser- 
tions are unproved. They also ignore the 
elementary consideration that constitu- 
tional provisions, statutory directives, and 
budgetary content are more responsible 


commission is secondary to the race for governor and 


q “ORDINARILY the political contest for seats on the public utility 


heutenant-governor. Hence, elected commissioners are likely 
to ride into office on the coat tails of a popular gubernatorial 
candidate, with little or no attention paid to the needs of the 


commission or the special qualifications of the candidate . . 
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for efficient regulation than the commis- 
sioners themselves. Such legislative pre- 
rogatives as the extent of commission 
jurisdiction, types of utilities regulated, 
rate base, and provisions for judicial re- 
view are all highly relevant factors. In 
addition, the salary offered commission- 
ers, and the vitality or self-restraint of 
the appellate judges, are variables which 
must be weighed before the success of reg- 
ulation and the ability and records of 
commissioners are evaluated. 


HE brief for the appointment process 

is a double-edged sword which (1) 
condemns the rival method, and (2) con- 
tends that choices by appointment are bet- 
ter geared to a well-reasoned concept of 
the regulatory process. Without repudiat- 
ing the basic faith in the common man, 
the argument goes that modern regulation 
is so highly complex and specialized that 
the average voter lacks the competency to 
judge what constitutes a “good” commis- 
sioner, and the time and ability to ascer- 
tain the qualifications of the candidates 
for the job. Thus, the voter is inclined to 
vote a straight party ticket. Even popu- 
lar election may reveal no real choice— 
nothing more than ratification of rival 
party or factional candidates who rated 
well enough with political leaders behind 
the scenes to obtain their party’s nomina- 
tion. 

Ordinarily the political contest for seats 
on the public utility commission is sec- 
ondary to the race for governor and lieu- 
tenant-governor. Hence, elected commis- 
sioners are likely to ride into office on the 
coat tails of a popular gubernatorial can- 
didate, with little or no attention paid to 
the needs of the commission or the special 
qualifications of the candidate to do the 
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job. On this point, but without any ref- 
erence to utility regulation, a keen ob- 
server has written that “the independence 
of thought the public uses in making its 
choice for the top of the ticket seems to 
diminish progressively as its fingers move 
across the voting machines toward the 
nominees for lesser office. . . . Independ- 
ents do not vote for minor offices when 
they do not know the candidates.”” 


oad is contrary to the doctrines 

of the short ballot, and responsibility 
to the electorate really means to a ma- 
jority which is so vague that no responsi- 
bility is fixed. Popular election puts a 
premium on the popularity and vote-get- 
ting ability of the candidate; his knowl- 
edge of regulation may be negligible. 
Even an experienced commissioner may 
have to agree to emotional appeals in the 
interests of party conflict and in an en- 
deavor to win."® The choice is subject to 
the whim and caprice of the electorate, as 
was shown in the Democratic landslide of 
1932. 

“In one of the states of the South- 
west, one of the most energetic commis- 
sioners in the United States was swept 
into the discard. In Iowa and other states 
similar situations occurred. The illustra- 
tions do not prove that the ones elected 
would not be successful commissioners, 
but certainly their elections were not 
based on their qualifications as experts in 
the field of public utilities.”"® Landslides 
have notoriously landed odd choices in of- 
fices, such as a recent election (not of a 
commissioner) because of the popularity 
of a distinguished name in that state. 

Little opportunity is offered to obtain 
a “well-balanced” membership, such as 
one lawyer, one businessman, one engi- 
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The Blending of Regulatory Deliberations 


wt bo commission idea depends upon the techniques of deliberation, 
interplay of minds, and composite opinion. Regulation 1s not a 
unilateral process in the interests of any one component part. In the long 
run, sound regulation recognizes that mutual rights and obligations co- 
exist among the consumers, industries and stockholders, and the state. 
Thus regulation, in the true sense of the word, is multilateral—conflicts 
must be resolved judiciously with a considered optimum for all.” 
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neer, etc.; to procure a temperamentally 
effective team with a traveling equilib- 
rium; or to adhere to the principle of bi- 
partisan membership. Many high-minded 
and capable citizens will dodge public 
service on these commissions because of 
their unwillingness to seek the position, 
campaign actively for it, and submit to a 
possibly undignified, even humiliating 
election contest. Political apathy and 
lethargy of the electorate are prone to en- 
able a large and affluent interest group 
and its affiliates, such as utility companies, 
gas, oil, and mining interests, labor 
unions, or business, banking, and publish- 
ing firms to show undue strength at 
crucial times in determining who goes on 
the commission. 


HE theory that a commissioner elect- 
ed by the public will be committed to 


the sole interests of the public is thus 
frustrated. The exponent of a certain 
cause can distort the entire concept of the 
regulatory agency. Potentially exploita- 
tive commissioners of that type would be 
more like instructed delegates to a loose 
confederation than members of a delibera- 
tive body. 

The commission idea depends upon 
the techniques of deliberation, interplay 
of minds, and composite opinion. Regu- 
lation is not a unilateral process in 
the interests of any one component part. 
In the long run, sound regulation recog- 
nizes that mutual rights and obligations 
coexist among the consumers, industries 
and stockholders, and the state.*® Thus 
regulation, in the true sense of the word, 
is multilateral—conflicts must be resolved 
judiciously with a considered optimum 
for all. 
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Unfortunately the appointment of com- 
missioners is not a nostrum for the listed 
defects of the elective process. Appoint- 
ment likewise depends upon human be- 
ings, and politicians at that. Governors 
can and have nominated party ne’er-do- 
wells, and others to whom they are obli- 
gated, to these posts with little or no re- 
gard to professional ability or previous 
experience for the position. Others have 
been in higher repute, but with little or 
no special competence for the intricacies 
of public utility regulation.* Many had 
to learn on the job—at public expense. A 
commissioner responsible to an elected 
politician can be appointed to his post as a 
protagonist for a special cause just as 
often as an elected commissioner. And 
pressure groups can influence a few po- 
litical leaders perhaps more often than 
they can an indifferent public. The ap- 
pointment process, too, engenders prior 
political activity of the prospective com- 
missioner, but more often on behalf of the 
governor’s candidacy than to the party in 
general. 


6 ae philosophical basis for the ap- 

pointment of commissioners involves 
much of the theory of public administra- 
tion. 

Regulation is primarily an admin- 
istrative function. It is not a legislative, 
executive, or judicial task, even though all 
three are interfunctionally related to reg- 
ulatory administration. Scientific regula- 
tion is concerned with these three elements 
only incidentally. More specifically, the 
task of regulation is to administer certain 
statutes according to legislative intent. 
But inasmuch as specialized knowledge 
and constant attention are required, at- 
tributes which legislatures lack, regulatory 
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tribunals were created with delegated au- 
thority. 

In carrying out the provisions of the 
law, the agency must be mindful of the 
program of the chief executive who has 
an indefinable relationship to the commis- 
sion and its political sense of direction. 
Because some of the tasks of the commis- 
sion are not ministerial, there is an ambit 
of administrative discretion given to the 
commission by the organic acts. Within 
this autonomous area the commission 
must exercise its own judgment and sub- 
jective preference in settling conflicts. 
Thus, many value judgments and policy 
decisions are called for throughout the 
regulatory process, and a surprisingly 
large sector of these marginal conse- 
quences calls for more or less overt po- 
litical decisions. The rdle of the courts is 
a negative one, but has the effect of mak- 
ing a commission aware of judicial tech- 
niques and the need for calculated as op- 
posed to arbitrary decisions in order to 
avoid appellate reversal of commission 
orders. 


HIS principle distinguishes rather 

clearly between the executive and ad- 
ministrative processes, which are incor- 
rectly used interchangeably in modern 
parlance. It recognizes that regulation 
does operate to some extent in a political 
relationship to the legislature and chief 
executive — and unavoidably so. Hence, 
the recruitment of top members is a joint 
legislative-executive responsibility. The 
initiative rests with the governor to nomi- 
nate the candidate and the confirmation 
check is entrusted to the legislature or one 
chamber of it. Once the appointment is 
completed, however, the commissioner is 
presumably independent of pressures from 











either branch for his term of office. If he 
is interested in reappointment, however, 
he will be somewhat amenable to the po- 
litical climate in so far as it is consistent 
with his own judgment and the discre- 
tionary limits of his office. It is in this 
sense that the independent commissions 
are said to constitute a fourth estate or 
the headless fourth branch of government. 
An impetus to the appointment system oc- 
curred in the movement in the states for 
the adoption of administrative codes 
which streamlined the hierarchy and con- 
solidated and strengthened executive au- 
thority and control. 


N several states, California and New 
York for example, this principle has 
been carried to the extreme, whereby com- 
missioners are appointed outright by the 
governor, and they are responsible to him 
during the term of office. In these juris- 
dictions the work of the commission in 
administering the statutes is more closely 
geared with the program of the chief ex- 
ecutive. In many cases it has the effect of 
making the commission an appendage of 
the executive branch. The election of 
commissioners places the regulatory 
agency in an entirely different configura- 
tion. 
Hence, the choice between the elec- 
tion or appointment of commissioners de- 
pends upon the scheme of things each 
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state adopts in its sovereign capacity. 

One may conclude that the superiority 
of the appointment process is in the 
realm of theory—an able and distin- 
guished governor may carefully think 
things through. 

By virtue of his proximity to the 
regulatory scene and superior knowledge 
of public affairs as compared with rank- 
and-file voters, he is in a position to 
invite, cajole, even informally coerce, 
enlightened men and women to accept 
commissionerships. The incentive to ac- 
cept a dignified offer of appointment is 
greater than the sometimes unpleasant 
chore of begging for votes. By appoint- 
ment, the office can seek the man; the con- 
verse is more often true in elections. In 
the final analysis, this postulate depends 
not upon the method at all, but upon the 
human strengths and weaknesses of the 
man who occupies the governor’s chair. 
Its validity rests upon the presumption 
that the chief executive will nominate in 
the public interest and not for his own 
political advancement. 


ives concluding instalment of this arti- 

cle will continue to analyze some of 
the alleged differences between appointed 
and elected commissioners. It will also de- 
vote attention to the situation in Kentucky 
and New Mexico—states which have had 
experience with both methods simultane- 


“Many experts in regulation argue that the better commis- 
sioners are often those who are promoted from staff status, 
and that practice is on the increase. A recent canvass found 


that eight current state commissioners previously had held staff 
positions. Seven of these promotions were in states which 
adhere to the appointment of commissioners, while the eighth 
was in Tennessee, where commissioners are elected.” 
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ously—and also to the pro and con argu- 
ments in Oregon where there is current 
agitation to revert to the popular elec- 


tion of the commission after more than 
two decades of experience with the ap- 
pointment system. 


Footnotes 
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16 Quoted by permission of Commissioner Pickett. 

17 Politics in the Empire State, by Warren Mos- 
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9, 1954: Do Me a Rea Dap. “The great tradition 
of American political oratory extends all the way 
from Patrick Henry to Disk Jockey Lee (‘Three-D 
Lee-D’) Dorris who last week was hired to plug 
the candidacy of Cayce L. Pentecost for public 
utilities commissioner of Tennessee. A sample of 
Dorris’ exposition of Pentecost’s merits: ‘Greet- 
ings, all you hep cats, gators, lame janes, and 
dream queens. This is Lee D speelin’ at you about a 
real gone cat from Goneville, Cayce L. Pentecost, 
a real boogie in the know. He’s no square from Chi- 
cago. Cayce Pentecost is my man’s name; by square- 
dealing he won his fame. Do this for me on 
Three-D. When you go to vote on August 5th do 
me a real dab of stuff. Lee D is in favor of it, and 
I know you will be too. Vote for Cayce L. Pente- 
cost... . He’s a real deal, dad. . . . You hear?” 

19 Public Utility Economics, by C. Woody Thomp- 
son and Wendell R. Smith (New York, 1941), p. 
200 


20 The interests of the state, which do not always 
coincide with those of consumers, are altogether 
too frequently ignored in casual study of public 
utility economics and regulation. Air-mail subsidy 
is a good example. More generally, it must be recog- 
nized that the state and its subdivisions require 
electricity, gas, and transportation and communica- 
tions services under the captions of public health, 
safety, and welfare. 

21For example, a highly competent observer 
claims that Governor Lehman made a purely political 
nomination to the New York Public Service Com- 
mission in 1942 “designed to strengthen his own 
hand.” Warren Moscow, op. cit., note 17, supra, 
p. 88. And at least two other governors have ele- 
vated their own campaign managers to commission- 
erships. 

22For an excellent statement of the distinction 
between the executive and administrative processes, 
see The Administrative Process, * oe M. Lan- 
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Part II of this article will appear in the next issue of the FoRTNIGHTLY. 





“Aut of the political liberties of the American people rest on the 
fact that where citizens can do for themselves, they do not ask the 
government for help and do not become dependent on its favors.” 
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—WILLIAM E. JENNER, 
U. S. Senator from Indiana. 








Washington and 


the Utilities 


Gas Price Legislation 


| sad for enactment of legislation 
by Congress to annul the decision of the 
United States Supreme Court requiring 
the Federal Power Commission to impose 
price regulations on natural gas at the pro- 
duction level remain in doubt. As Con- 
gress recessed for the Easter holidays, 
however, odds favoring such legislation 
appeared definitely improved. 

When the opposition’s case got started, 
however, there were signs that the opposi- 
tion would step up the pace of its side of 
the fight, and that the opposition might 
even have been holding back until the pro- 
ponents had completed their presentation 
before the House committee on the Harris 
Bill. With the mayors of New York, Phila- 
delphia, and Pittsburgh calling for a rally 
of one hundred mayors of the nation’s 
largest cities, the eventual impact on the 
House membership was very debatable. 

Before Easter, the House Interstate 
and Foreign Commerce Committee had 
only heard proponents of the Harris Bill, 
which seeks to end the present government 
control of natural gas prices at the well- 
head, and will hear witnesses opposed to 
the measure after the recess. Several de- 























velopments also encouraged the oil and gas 
producers. 


Most important was the 100 per cent 
endorsement of the Harris Bill by four of 
the five members of the Federal Power 
Commission. (See page 510.) This en- 
dorsement, given to the House committee 
by Commission Chairman Jerome K. 
Kuykendall, came as a surprise only as to 
the degree of its strength and vigor. Until 
Kuykendall began testifying, even the 
most ardent supporters of legislation void- 
ing the Supreme Court’s decision in the 
Phillips Petroleum Case, had anticipated 
only backhand support of the legislation 
by the commission. But the Kuykendall 
statement, representing a 4-to-1 judgment 
of the commission, was hailed as a 
forceful, thoughtful, and comprehensive 
analysis of the reasons why the FPC 
should not control the independent pro- 
ducers. 


J, sare as important from the stand- 
point of getting early action by Con- 
gress was the decision by the Senate Inter- 
state Commerce Committee to start hear- 
ings on similar legislation soon after the 
Easter recess. 
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Democratic leaders of the Senate and 
House favor legislation exempting inde- 
pendent gas producers from the controls 
imposed by the FPC last year. Senator 
Lyndon B. Johnson, Senate Majority 
Leader, and Speaker Sam Rayburn of the 
House, both of Texas, will see that when 
bills are reported from the two committees 
killing the government control, they will 
be put early on the calendars. 

After the Easter recess, the committee 
was slated to hear numerous groups in op- 
position, including coal industry witnesses, 
who occupy a rather unpredictable position 
on this legislation. The first witness was 
scheduled to be Randall J. DeBoeuf, coun- 
sel for Consolidated Edison Company of 
New York. When the coal industry repre- 
sentatives appeared, they were expected to 
throw their support behind the Staggers 
Bill (HR 4943). It would give the FPC 
jurisdiction over direct industrial sales of 
natural gas in interstate commerce and 
make other changes in the Natural Gas 
Act. 

The pre-Easter hearings revolved 
around the Harris Bill (HR 4560), whose 
primary object is to place independent pro- 
ducers of natural gas beyond the rate-mak- 
ing reach of FPC. 

One distributor, J. French Robinson, 
president of Consolidated Natural Gas 
Company, who appeared before the com- 
mittee recently as a “proponent” of pro- 
ducer exemption legislation, made several 
suggestions in the opposite direction. He 
made it plain that he favored the enact- 
ment of the producer exemption “only if 
Congress first provides for the elimination 
of favored-nation and price redetermina- 
tion and other escalator clauses.” 


HE make-up of the House Interstate 
Commerce Committee itself may be 
the decisive factor in determining chances 
of natural gas legislation this year. Quick 
committee and House action is essential if 
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the bills are to reach the Senate before 
June 1st, when the traditional log jam of 
legislation starts piling up. Despite the ac- 
tive support of the Democratic House 
leadership and the implied freedom of ac- 
tion given to the Republican members to 
do as they see fit on the issue, future 
progress seems to depend almost entirely 
on the decision in the House committee 
itself. 

On the basis of the declared views of 
committee members and of their cross- 
examination of witnesses during past com- 
mittee sessions, the committee vote seemed 
to weigh slightly to the producers’ side. 
(he big question for the proponents 
seemed to be whether the margin is suffi- 
cient to keep Representative Staggers 
(Democrat, West Virginia) and three 
other Representatives from coal-produc- 
ing areas from wielding a disturbing bal- 
ance of power. The coal representatives 
seek restrictions on industrial gas at sub- 
normal prices. It would be difficult to see 
how this could be done by decreasing the 
regulatory jurisdiction of FPC. 


- 


The TVA “Revenue Bond” 
Proposal 


o Bewe board of directors of the Tennes- 
see Valley Authority on April 5th an- 
nounced that it had transmitted to the 
Bureau of the Budget a report recommend- 
ing legislation which would provide new 
sources of capital for the TVA power sys- 
tem to finance new generating capacity as 
it is required by the growing demands of 
the region. 

The TVA board’s unanimous recom- 
mendations, in brief, are: 


1. TVA would be empowered to is- 
sue its own revenue bonds to be secured 
by power revenues and to be sold to 
private investors or, by mutual agree- 
ment, to the U. S. Treasury. TVA bonds 
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would not be guaranteed by the Treas- 
ury, and would not add to the national 
debt. 

2. It is also contemplated that addi- 
tional power capacity might be made 
available to TVA under power purchase, 
lease, or lease-purchase agreements with 
agencies of the region which could 
finance new construction. 

3. The new financing measures 
would be supplementary to present 
sources of capital; namely, the ap- 
propriations provided by Congress and 
the revenues available from TVA power 
operations. 

4. TVA would be required to pay in- 
to the Treasury a return on the net ap- 
propriations made for power purposes, 
at the average cost of money on the 
Treasury’s marketable obligations. In 
lieu of the present requirement that 
TVA repay within forty years ap- 
propriated funds invested in power, 
TVA would be required either to rein- 
vest from revenues at least the equiva- 
lent of depreciation accruals, or reduce 
its capital obligations correspondingly, 
thereby maintaining the security of the 
government’s investment. 

5. TVA would charge rates adequate 
to cover its operating expenses, statu- 
tory payments to states and counties in 
lieu of taxes, interest and principal on 
bonds, payment of the return to the 
Treasury, and such a margin as would 
be desirable in TVA’s judgment, con- 
sistent with maintaining the lowest 
practicable rates. The board estimated 
that present earnings are adequate for 
these purposes. 

6. The TVA board would continue to 
report its power operations and budget 
programs annually to the President and 
the Congress. 

7. The receipts and expenditures of 
the TVA power system would not be 
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considered in determining the amount 
of any national budgetary deficit or sur- 
plus, except as Congress may provide 
appropriations in the future and except 
for payments made by TVA to the 
Treasury for interest or return, or re- 
payment of the federal investment in 
the TVA power system. 


r is doubtful if Congress will go along 
with this plan—assuming that the 
Budget Bureau approves it in whole or in 
part. Past efforts in Congress either to 
enlarge or restrict existing purse-string 
control of TVA operations have not fared 
well. Purse-string control by congres- 
sional appropriation is about the only prac- 
tical effective control which Congress now 
exercises from year to year. 

As a matter of principle, of course, Con- 
gress can always revise the basic statute 
under which TVA operates and it would 
have to make some important changes if 
the latest plan were to be adopted. But get- 
ting changes made in organic statutes such 
as the TVA Act is usually a difficult and 
protracted undertaking. It is generally 
easier for Congress to impress its views on 
the TVA management via the Appropria- 
tions committees of both chambers. 


Informed sources close to the Appropri- 
ations committees contend that latest TVA 
proposals (1) would not place TVA ona 
businesslike basis; (2) would not elimi- 
nate the “‘sole supplier clause,” which keeps 
the distributing co-ops and municipalities 
tied to a system controlled by TVA as a 
monopolistic supplier; (3) would not limit 
‘TVA’s power system to the originally 
conceived boundaries of the authority ; and 
(4) would not put the TVA power rates 
on a basis comparable with rates charged 
by regulated public utility companies, with 
due allowance for tax exemption or sub- 
sidy factors, such as free use of federal 
funds. (See, also, page 505.) 
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USITA Meeting Stresses Sales 
Promotion 
(* ipecsietals companies must step up 
their sales of supplementary telephone 
service if they expect to compensate for 
the lagging pace of general rate increases. 
This was the dominant theme behind the 
major addresses at the United States In- 
dependent Telephone Association’s execu- 
tive conference, held at Belleair, Florida, 
early this month. Leading off the program, 
USITA President Donald H. Campbell 
cited some ominous statistics to show that 
the telephone industry is going to have to 
capitalize on every source of revenue avail- 
able to it. 

The vital statistics : a population in 1975 
of anywhere from 195,000,000 to a high 
of 221,000,000 (compared with the last 
census figure of 152,000,000), plus a labor 
force in 1965 of 76,000,000 as compared 
with today’s 64,000,000. All this means 
that if business in general meets the chal- 
lenge successfully, the telephone indus- 
try is faced with a need for expansion on 
a bigger scale than it has ever known. This 
means more revenue. “The additional 
revenue, as I see it,” Campbell said, “has 
got to be raised through optimum use of 
facilities which require little, if any, capital 
expenditure in addition to that raised 
through use of expanded plant which re- 
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quires substantial capital expenditures, and 
that raised through increased rates.” 
What are some of the revenue producers 
which do not require capital outlays? 
Campbell mentioned specifically additional 
listings in the telephone directories, and 
the extension station. Campbell thinks 
there is a big market for extension stations 
which has not as yet been tapped. “There 
is nothing that can stop a company from 
effectively stimulating a demand for ex- 
tension stations, if its customers are being 
told ‘Yes’ when they ask for something 
they want”—whether it be one extension 
or one for every room in the house. Other 
revenue producers are the increased use 
of toll and outdoor public telephones, sec- 
ondary residential subscriptions, and mis- 
cellaneous telephone appliances. 


_ sales promotion theme was echoed 
by Colonel William C. Henry, presi- 
dent of the Northern Ohio Telephone 
Company. For most of the independent 
companies, he said, the seven years since 
1947 have been a period of “boom and 
backlog.” This phase of the business is now 
nearing completion and the industry is now 
entering a new period of “sales and serv- 
ices.” Most of the independents can still 
gain telephones just by accepting orders 
that come into their offices because of the 
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needs of an increasing number of people. 

Exchange rate increases are becoming 
more difficult to obtain, Henry noted. 
Greater emphasis and sales effort must be 
placed on the sale of extension telephones, 
long-distance service, a higher grade of 
service, more lines per family, loud-ring- 
ing extension bells, pick-up and hold keys, 
cut-off keys, plugs and jacks, automatic 
answering devices, and other items of 
equipment that encompass a complete 
telephone service. 


yey ccnsccrscee which should enter in- 
to determination of a fair rate of re- 
turn were analyzed by Thomas A. Boyd, 
vice president of the General Telephone 
Corporation. Exponents of the original 
cost theory to the contrary, Boyd said there 
is no simple mathematical method in solv- 
ing the problems involved in avoiding 
capital impairment and keeping the utility 
in a healthy financial condition. He sug- 
gested that if commissions may fairly as- 
sume a higher low-cost bonded debt than 
a company actually has, in order to reduce 
the cost-of-money factor in the return al- 
lowance, they should consistently make a 
similar assumption of a sound debt-stock 
ratio in allowing a return for a company 
which has to exceed a desirable debt limit, 
temporarily, to take care of service de- 
mands. He explained : 


... There have been many cases, par- 
ticularly in the first few years after the 
war, where the demand for capital of 
telephone companies was so great and 
prices were rising so rapidly that a 
serious earnings lag was created because 
of the time required to secure rate in- 
creases. This forced many companies to 
provide too much of their capital by 
means of debt money because the earn- 
ings on the common stock were not suf- 
ficient to allow the company to sell addi- 
tional stock without seriously diluting 
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its already outstanding stock. In a good 
many cases, this situation has not been 
corrected as yet, and, if it is ever to be 
corrected, it will be necessary for the 
commissions to base the return on a 
hypothetical, sound, capital structure so 
that the companies will have sufficient 
earnings to correct their capital struc- 
ture. What a sound capital structure 
should be is certainly a matter of opin- 
ion. In the case of independent telephone 
companies, a sound structure might con- 
sist of around 40 per cent to 45 per cent; 
and, if a preferred stock should be in- 
cluded, it could be about 15 per cent or 
20 per cent; and the common stock 
equity could be around 35 per cent to 
40 per cent. 


a also suggested that telephone divi- 
dend pay-out should not exceed elec- 
tric company pay-out. Noting that the av- 
erage dividend pay-out for the electric in- 
dustry is around 72 per cent of earnings, 
Boyd said: 


. . . Since the earnings of telephone 
companies are subject to wider fluctua- 
tions than those of electric companies, 
it would seem that the dividend pay-out 
on telephone companies should at least 
be no higher than on electric companies, 
and probably somewhat less. In the case 
of ten common stock offerings during 
the past several years of independent 
telephone companies which have been 
quite successful in selling stock publicly, 
the average dividend yield on the sales 
price of these stocks was 6.77 per cent; 
the earnings-price ratio was 10.53 per 
cent. The dividend pay-out ranged from 
53 per cent to 74 per cent, with the aver- 
age about 65 per cent. The companies 
with the dividend pay-out of 70 per cent 
and 74 per cent sold their common stock 
issues at a better price than those with 
the lower pay-outs. 
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New-money Financing 
Tapers Off 


— the accompanying tables on utility 
financing—the detailed report of 
March issues on page 503 and the full- 
page tabulation of first-quarter financing 
on page 504— indicate a temporary lull 
in utility new-money financing. For the 
March 31st quarter this year, the compari- 
son in millions was as follows: 





First Quarter First Quarter 
1955 1954 
Electric Utilities ...... $377 $567 
iSaS WOUMHES .......... 21 156 
Telephone Companies . . 56 34 
Other Utilities ........ 14 — 
oO Oe ee ae $468 $757 


Equity financing was $135,000,000 com- 
pared with $148,000,000 last year, so that 
there was not much decrease in this form 
of financing. The major decline was in 
senior issues and this seems due to the 
slight hardening in money rates this year, 
as reflected in the table “Current Yield 
Yardsticks,” page 505. 

Refunding operations increased over 
last year, however, totaling $103,000,000 
for the quarter as compared with $54,- 
000,000 a year ago. With respect to the 
type of financing, the amount of nego- 
tiated senior financing was only $73,000,- 
000 against $183,000,000 last year; but 
negotiated sales in subscription offerings 
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Financial News 
and Comment 


By OWEN ELY 


remained about the same, the decline in 
total rights offerings being in the competi- 
tive and no-underwriting brackets. Pri- 
vately negotiated security sales remained 
about the same as last year. 


> 


Atomic Power versus Hydro 
Power 
. is interesting to note that the new con- 
tender for a place in the utility lime- 
light, atomic power, is running into com- 
petition with the political favorite, hydro 
power. Atomic power enjoys the advan- 
tage that it can be used anywhere, pro- 
vided there is a supply of cooling water. 
The factor of freight cost does not apply 
as it does with coal—thus atomic power 
enjoys a geographical advantage over both 
its rivals. 
Atomic power does not enjoy any ad- 
vantage over hydro with respect to fuel 
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savings, as it may eventually against 
steam, particularly as the cost of handling 
waste products has to be reckoned with. 
But it does enjoy the big advantage of 
reliability—since with a few exceptions 
hydro operations are subject to the whim 
of the weather. It won’t be necessary to 
have any steam stand-by plants to help 
atomic power. Now it seems that another 
substantial advantage over hydro is being 
added—lower capital cost. Thus, in the 
recent hearings in Congress before the 
House Irrigation and Reclamation Sub- 
committee, Dr. David Bradley of the New 
Hampshire legislature (a former employee 
of the atomic bomb project) attacked the 
$1 billion “Echo Park” project for the 
Upper Colorado basin. He stated that re- 
cent AEC studies had shown that atomic 
power plants could be built for $175 to 
$225 per kilowatt of capacity, whereas the 


& 


Echo Park dam key unit in the Colorado 
project would cost $883 per kilowatt. 

Senator Arthur V. Watkins, Republican 
of Utah, in seeking congressional backing 
for the Upper Colorado project, recently 
argued that construction of the project 
with all its units (which might take fifty 
years to complete) would be a great na- 
tional investment—“‘it will provide a great 
increase in homes, jobs, national income 
tax, and individual contentment, as well 
as provide a second line of civil and mili- 
tary defense for the nation as a whole.” 
He also contended that there would be no 
“invasion” of park lands. 

We’re not sure that Echo Park power 
would really cost $883 per kilowatt—per- 
haps much of this could be assigned to ir- 
rigation benefits, etc. But the estimate for 
atomic power does not seem far out of line 
as compared with Consolidated Edison’s 


MARCH UTILITY FINANCING 


PRINCIPAL PUBLIC OFFERING OF ELECTRIC AND GAS 
UTILITY SECURITIES 


Price Under- Offer- Indicated 
To writing ing Moody Success of 
Date Amount Description Public Spread YVield Rating Offering 
Mortgage Bonds 
3/4 $50.0 Pacific G. & E. Ist 3$s, 1987 ........ 101.49 S5€ 3.30% Aa a 
3/10 10.0 Atlantic City Elec. 1st 34s, 1985 ..... 101.54 .63C Ki Va Aa d 
3/16 10.0 Kansas G. & E. Ist 3%s, 1985 ........ 02 .64C 3.27 A c 
3/31 180 Arkansas P. & L. Ist 3$s, 1985 ....... 101.42 58C 3.30 A b 
Preferred Stocks 
3/16 60 Kansas Gas & Electric 4.32% ....... 101.64 151C 4.25 — a 
3/16 1.5 Southern Nevada Power 4.80% Conv. 
MeORE NT a5) oi sicaisbcciscoresiicce ee 20.25 1.00N 4.74 — a 
3/31 O4 Arkansas PP: © LiGAGZ2 ics ccccs ccs 105 39C 4.50 a e 
Earnings- 
Price 
Ratio 
Common Stocks—Offered to Public 
3/2. 20.1 Central & South West Corp. ........ 33.50 64C 3.94 6.0 d 
3/30 19.4 Florida Power & Light .............. 63.50 1.33N 2.83 55 a 
Common Stocks—Subscription Offerings 
3/9 4.9 Washington Gas Light ............. 38 AON 5.26 8.0 f 
3/15 .7 Arkansas-Missouri Power ........... 20.25 _— 5.53 9.3 —_ 
aay 6© 404 Ol ahoiia G. © Bo onc vice ces cevecs 31.50 .17N 5.08 6.9 os 
O729 «= AT KROGTUCIEY. UTES ooo noses cess cee 24.75 83N 4.85 8.6 os 





C—Competitive. N—Negotiated. a—Reported well received. b—Reported that the issue was fairly well 
received. c—Reported that the issue sold somewhat slowly. d—Reported that issue sold slowly. e—The issue 
was offered in exchange for the $7 and $6 preferred stocks with $1 per share paid to soliciting dealers. 


f—Ninety-three per cent subscribed. 
Source of data—Irving Trust Company. 
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figure of $233 per kilowatt for its big 
project. 

Moreover, uranium is a Colorado 
product—how about a local patriotic move 
for a big U-235 power project on the home 
grounds? 


HE argument over Hell’s Canyon con- 

tinues to simmer. But here the issue 
is statistically simple. It is a question of 
whether Idaho Power Company shall be 
permitted to spend $133,000,000 of pri- 
vate money to build three low dams with 
a generating capacity of 780,000 kilo- 
watts, or whether the government should 
spend $357,000,000 to build one high dam 
with estimated capacity of 800,000 to 1,- 
100,000 kilowatts. Yet The New York 
Times story of the local hearings said 
“emotion-filled audiences sent off to a boo- 
ing, cheering start a series of hearings by 
the Senate Interior Committee. . . . for 
the next three hours a crowd of 800... 
heard terms such as ‘power trust,’ social- 
ist conspiracy, and the people versus mo- 
nopoly shouted into a loud-speaker.” 

In an age of science we still have our 
political medicine men with us, our old 
patent nostrums of ideas. Why can’t we 
shift to a dollars and sense basis and elimi- 
nate the loud-speaker hullabaloo? Why 
can’t issues like Dixon-Yates, Hell’s Can- 


yon, Dinosaur Park, and Niagara Falls be 
kept on a sensible economic and statistical 
plane? Possibly because statistics and dol- 
lar signs make dreary reading at income 
tax time. It is easier and more interesting 
to hear about vested interests, the power 
trust, invasions of sacred park lands, etc. 
How much faster we would progress eco- 
nomically if all available statistics on these 
projects could be entrusted to an electronic 
brain—which would not be concerned with 
the romance and red herrings which poli- 
ticians and propagandists feed to gullible 
John Q. Public. 
5 


TVA May Issue Own Bonds 


HE Tennessee Valley Authority re- 

cently presented the Budget Bureau 
with details of its long-expected financing 
plan, prepared by the staff. It now pro- 
poses to sell its own bonds to the public 
through underwriters, either by competi- 
tive bidding or negotiated sales (unless the 
Treasury Department should prefer to buy 
them). The bonds would not be guaran- 
teed by the Treasury Department or ex- 
empt from federal income taxes, and hence 
would not add to the national debt. They 
would be similar to the bonds of leading 
electric utility companies, except that they 
would be secured by allocation of power 








*Approximate date. 


for government bonds. 





CURRENT YIELD YARDSTICKS 


Apr.7, 

1955* 

U. S. Long-term Bonds—Taxable ......... 2.77% 
Utility Bonds Aaa cic cccksiwccasvcete wes 3.03 
ae cd dsicie Risin nweresamiles 3.08 
| ee ert re 3:15 
Bracickresirennseaeielens 3.40 
Utility Preferred Stocks—High-grade ..... 3.91 
Medium-grade .. 4.23 
24 Electric Utility Common Stocks ........ 4.52 
30 Gas Utility Common Stocks ............ 4.38 


Latest available Moody indices are used for utility bonds 


1955 Range 1954 Range 1953 Range 
High Low High Low High Low 
2.77% 2.62% 2.70% 241% 3.15% 2.70% 
3.07 2.93 3.13 2,86 3.43 3.01 
3.10 2.99 3.19 2.92 3.59 3.07 
316 312 a ae 3 Se 325 
3.40 3.37 dhe. sor 3.94 3.50 
3.98 3.91 409 3.85 445 4.01 
4.29 4.23 45) 4:37 4.87 4.43 
4.58 4.37 5.23 4.50 572 5.08 
4.70 4.37 5.22 4.64 5.66 4.74 


and stocks; Standard & Poor’s index 
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revenues instead of by mortgage on the 
property. 

The TVA staff, after checking with in- 
vestment experts, has concluded that such 
utility bonds could have been marketed in 
recent months at interest rates around 34 
to 3% per cent, or about one-eighth to one- 
quarter per cent higher than Treasury 
bonds with a corresponding length of term. 
(Tax exemption might mean a saving of 
one-half per cent in interest, but this would 
not mean much real advantage to the fed- 
eral government, since the TVA saving in 
interest would be offset by loss to the 
Treasury of the income taxes otherwise 
collectible on the amounts paid as inter- 
est. ) 

The authority also wants permission to 
make deals with state and municipal agen- 


cies and co-ops under which they might 
finance new power plants; TVA would 
then lease the plants or buy the power on 
a long-term contract basis. This would 
have the advantage of permitting sale of 
tax-free bonds by these agencies. 


HE TVA power system has been earn- 

ing an average return on the net 
power investment of 4 per cent, but in- 
cluding depreciation there have been net 
cash revenues available for expenditure 
averaging over 6 per cent. It is expected 
that this level of earnings will continue. 
Under the proposed arrangement, the cost 
to TVA for interest, and for a return to 
the Treasury on the appropriations in- 
vested in power facilities, would average 
2 to 3 per cent on total investment. Ac- 





GENERATION FOR UTILITY PURPOSES 
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cordingly, the accumulated net earnings of 
the TVA power program should continue 
to grow, affording a margin of safety for 
servicing the new securities. 

The new program will make the author- 
ity more independent of Congress in its 
plans to build new generating capacity, 
since it will not have to ask for new appro- 
priations. TVA’s present building program 
will give it about 100,000,000-kilowatt 
capacity by 1957—nearly one-tenth of our 
present national utility generating capac- 
ity. However, TVA wants to begin plan- 
ning for continued growth after 1957. The 
Dixon-Yates project is a partial answer 
to this need, but TVA thinks that it will 
require about $150,000,000 of generating 
equipment per annum beginning in 1958 
or earlier, and at least half of this must 
be financed by new money. 

The government has already invested 
over a billion dollars in TVA, of which it 
has been repaid thus far about $150,000,- 
000. TVA would be required under the 
plan to pay into the Treasury a return on 
net appropriations for power purposes at 
the average cost of money on the Treas- 
ury’s marketable cbligations. In lieu of the 
present requirement that TVA repay with- 
in forty years appropriated funds invested 
in power, TVA weuld reinvest from reve- 
nues at least the equivalent of depreciation 
accruals, or reduce its capital obligations 
correspondingly, thereby maintaining the 
security of the government’s investment. 


k en under the proposed plan would 
charge rates adquate to cover its op- 
erating expenses, stitutory payments to 
states and counties it lieu of taxes, inter- 
est and principal on bonds, payment of the 
return to the Treasur:, and such a margin 
as would be desirable n TVA’s judgment. 
The board has estimatd that present earn- 
ings are adequate for hese purposes. 

The point is not yetclear, but it is sur- 
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mised that the new bonds to be sold to the 
public would have a prior claim on reve- 
nues over the government’s interest. This 
point will probably have to be cleared up 
before the sale of new bonds can be under- 
taken. However, Wall Street has been pre- 
pared for some time to do a banking job 
for TVA; two syndicates have been 
formed, one to handle a tax-free issue, and 
the other a corporate taxable bond. 


* 
The Railroads’ Burden— 


Passenger Service 


gems in past years this depart- 

ment has devoted brief attention to a 
major problem faced by the railroads— 
the perennial red ink in passenger opera- 
tions. These losses reflect the same prob- 
lem faced by the transit industry—the in- 
roads of competition into what was once 
a monopolistic enterprise. Rail passenger 
service has to compete not only with the 
private automobile, but also with the Grey- 
hound bus and the airplane. 

The main trouble is that much passenger 
service is an inflexible enterprise, tied 
down by local custom and privilege and 
protected by regulatory inertia. After en- 
joying a wartime interlude when the high 
load factor permitted modest profits, the 
railroads have been absorbing the follow- 
ing passenger losses before fixed charges: 


Passenger Passenger 

Revenues Net Income 
(Mills.) (Mills.) 
$1,348 $ 89 
2,080 280 
2,248 234 
2,173 230 
1,644 D 140 
1,400 D 427 
1,435 D 560 
1,296 D 650 
1,394 D 509 
1,449 D681 
1,497 D 642 
1,416 D705 





D—Deficit. 


APRIL 28, 1955 


PUBLIC UTILITIES FORTNIGHTLY 


a 
RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 























Share Earnings* Approx. i 
1954 4/6/55 Divi- Cur- Price- Div. Common | 
Rev. Price dend -. rent %In- 12Mos. Earns. Pay- Stock j 
(Miill.) About Rate ld =©6© Period crease Ended Ratio out Equity ' 
Pipelines 
$ 4 O Alabama-Tenn. Nat. Gas 19 $ .60 3.2% $1.59 22% Dec. 119 38% 34% | 
14 O East. Tenn. Nat. Gas .. 10 60 6.0 44 10 ~=Dec. — 136 17 | 
44 S Mississippi Riv. Fuel.... 56 240 43 2.64 3 Dec. 212 91 54 
48 S Southern Nat. Gas ...... 34 160 4.7 1.89 D8 Dec. 18.0 85 26 
143 O Tenn. Gas Trans. ....... 34 140 41 1.89 15 Dec. 18.0 74 18 
150 O Texas East. Trans. ...... 27 1.40 WA 1.70 41 Dec. 15.9 82 19 
63 O Texas Gas Trans. ....... 22 100% 4.5 1.61 8 Sept. 13:7 62 28 
63° © Transcont. Gas P. L..... 29 140 48 2.11 17 Dec. 13.7 66 ~=21 
Averages ........ 4.6% 16.1 79% 
Integrated Companies 
122 S American Nat. Gas ..... 56 $2.00 3.6% $3.52 12% Dec. 15.9 57% 32% 
18 O Colo. Interstate Gas .... 62 1.25 2.0 oy 10 Sept. a 58 
260 S Columbia Gas System... 164 90 = «5.5 1.09 43 Dec. 15.1 83 42 
9 O Commonwealth Gas ..... 9 (a) 4.0a 50 28 Dec.’53 18.0 —_— 68 
10 A Consol. Gas Util. ....... 14 75 5.4 101 D10 Oct. 13.9 74 57 
213 S ‘Gonsol. Nat. Gas........ 33 150 4.5 2.67 30 Dec. 12.4 56 64 
133 S 2 Paso Nat Gas ....... 52 2.00 3.8 2.09 D36 Nov. — % 21 
34 S Equitable Gas .......... 26 1.40 5.4 1.81 D1 Dec. 14.4 77 34 
12 O Kansas-Neb. Nat. Gas .. 32 1.20 3.8 1.30 D24 Dec _ 92 +34 
78 SS Bone Star Gas 2.5.4.6. 29 140 48 1.82 20 Dec 15.9 77 39 | 
22 S Montana-Dakota Utils... 28 1.00 3.6 1.46 54 Dec 192 68 35 
18 O Mountain Fuel Supply .. 28 1.00 3.6 1.42 4 Dec 19.7 70 59 
64 A National Fuel Gas ...... 21 1.00 48 1.40 40 Dec 15.0 71 55 
89 S Northern Nat. Gas ..... a4 2.00 45 2.76 39 Dec 15.9 72 31 
37 S Oklahoma Nat. Gas ..... 24 120 50 1.55 62 Jan 15.5 ii 
87 S Panhandle East. P. L... 84 2.50# 3.0 4.26 D7 Dec 19.7 59 31 
10 O Pennsylvania Gas ....... 21 100 48 1.79 126 Dec Og 56 100 
146 S_ Peoples Gas Lt. & Coke .. 158 7.00 44 10.85 6 Dec 14.6 65 36 
23 O Southern Union Gas .... 22 1.00 45 1.39 64 Sept. 18 72 34 
215 S United Gas Corp. ....... 33 150 45 2.07 4 Dec. 5.8 72 ~=43 
Averages ........ 4.3% 5.8 71% 
Retail Distributors 
23 A Alabama Gas ........... 32 $1.28 40% $1.87 29% Feb. 17.1 68% 42% 
42 A Ark. Louisiana Gas ..... 16 50 3.1 51 D30 Dec. — 100 49 
36 O Atlanta Gas Light ...... 25 1.20 48 2.16 Dec. 116 56 36 
46 S_ Brooklyn Union Gas .... 35 1.80 85.1 2.50 74 De. 140 72 = 41 
28 O Central Elec. & Gas ..... 15 80 Be 1.14 Nov. 13.2 70 16 
10 O Central Indiana Gas .... 16 .80(b) 5.0 1.11 126 Dec 144 72 64! 
Dl 8D) Glas BEPVICe 25.5650 600s 26 1.36 5.2 1.86 32 Dec. 14.0 73 40 
6 © Hartford Gas «........2. 39 2.00 5.1 3.08 27 Dec. 12.7 65 51 
14 O Houston Nat. Gas ...... 27 1.00 3.7 2.15 6 July 126 47 22 
14 O Indiana Gas & Water .. 17 70 41 1.17 5 © Jan. 14.5 60 45 
6 A Kings Co. Lighting .... 16 .80 5.0 1.19 7 Dec. 13.6 67 25 
go> dcactede (eas ... 5.050... 13 60 4.6 93 5 Jan. 140 65 38 
31 O MinneapolisG ....... 27 130 48 1.69 27 Dec. 16.0 77 39 
13 O Mississippi Va ie ee 100 43 1.75 14 Dec = 13.1 57 29 
8 O Mobile Gas Service. ... 20 90 «645 1.49 5 Dec. 134 60 #30 
6 O New Haven Gas........ 30 1.60 5.3 1.87 31 Dec.’5i 160 86 8 63 
9 O New Jersey Nat. Gas .. 22 100E 4.5 187 201 Dec. 118 53 24 
62 O North. Illinois Gas ...... 18 80 44 92 NC Dec. 19.6 87 49 
183 S Pacthc Lighting ......... 33 2e0 535 2.38 19 Dec. 16.0 8&4 38 
12 O Portland Gas & Coke.... 23 90 3.9 151 D2 Dec! 152 60 4 
8 A Providence Gas ......... 10 48 48 52 27 Dec. 19.2 92 641 
3 A RioGrande Valley Gas.. 3 12 40 2 5 Dec. 130 52 #60 
6 © Seattle Gas ....5.5..555- 13 40 3.1 68 5 Dec 19.1 59 60 
Averages ........ 4.7% 15.0 70% 
7 O South Jersey Gas ....... 25 120 48 1.62 17. —- Feb 154 74 35 
23 S United Gas Improvement 38 2.00 5.3 2.10 D12 Dec 18.1 95 63 
33 S Washington Gas Light... 40 2.00 5.0 3.03 54 Dec 13.2 66 31 
5 O Western Kentucky Gas... 13 _ — 1.10 13 De’53 118 — 36 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 





1954 
Rev. 
(Miil.) 
Communications Companies 
Bell System 


$4,417 S Amer. T. & T. (Cons.) .. 
220 A Bell Tel. of Canada .... 
37 O Cin. & Sub. Bell Tel. .... 
163 A Mountain Sts. T. & T. .. 
259 A New England T. & T.... 
632 S Pacific Tel. & Tel. ...... 
81 O So. New England Tel. .. 
AVOTERES <iccccces 
Independents 

10 O Calif. Water & Tel. ..... 
11 O Central Telephone ...... 
35 O Continental Tel. ......... 
2 O Florida Telephone ...... 
143 S General Telephone ...... 
5 O Inter-Mountain Tel. ..... 
7 S$ Pénmsular Tel. ...2...% 
16 O Rochester Tel. ......... 
2 O Southeastern Tel. ....... 
7 O Southwestern Sts. Tel. ... 
24 O United Utilities ......... 
222 S. Western Union Tel. ..... 
AVETERES: 006050 

Transit Companies 
29 A ‘Gopital Travisit «6.3605: 
14 © Cincinnati Transit ...... 
9 O Dallas Ry. & Terminal .. 
245 S Greyhound Corp. ....... 
26 O Los Angeles Transit .... 
30 S: Natl: City Lines: ....60 
78 @ Phila. Transit .....62.5% 
7 O Rochester Transit ...... 
Cf fal © Jae) Fa) Eo) Ga 
ip: S Twin Ciny te Te ..ccaan 
2 © United Transit ..-.66..<: 


Averages 


eeeecoee 


Water Companies 
Holding Companies 
32 S American Water Wks. .. 
N. Y. Water Service .... 


Operating Companies 

Bridgeport Hydraulic ... 
Calif. Water Service .... 
Hackensack Water ...... 
Jamaica Water Supply .. 
New Haven Water ...... 
Phila. & Sub. Water .... 
San Jose Water ........ 
Scranton-Springbrook ... 
Southern Calif. Water .. 
West Va. Water Serv. .. 


Averages 


— 
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AND WATER UTILITIES 


——Share Earnings*—— 








4/6/55 Divi- ‘ur. 
Price dend A oy rent % In- 12 Mos. 
About Rate teld Period crease Ended 
180 $9.00 5.0% $11.93** 3% Nov. 

47 2.00 4.3 2.43 5 Dec. 

87 4.50 5.2 5.16 26 Dec. 
125 6.60 Ba 73 32 Dec. 
135 8.00 5.9 7.84 5 Dec. 
134 7.00 52 7.96** 43 Dec. 

41 2.00 49 2.18 8 Dec. 

5.1% 

18 $1.00 5.6% $1.48 22% June 

17 .90 S33 1.59** D10 Nov. 

21 1.00 4.8 2.10 36 Dec. 

15 .80 5.3 85 D114 Dec.’53 

43 1.60 a7 2.92** 44 Feb. 

15 80 53 92 26 Dec. 

43 1.80 4.2 2.42 25 Dec. 

17 .80 4.7 122 D1 Dec. 

13 .80 6.1 1.15 15 June 

19 1.00 53 1.54 12 Dec.’53 

1 1.12 5.3 1.45 Dec. 

97 4.00 4.1 fee iz Dec. 

5.0% 

li $80 7.3% $.75 D32% Sept. 

5 75 15.0 93 7 Dec.’53 
12 1.40 11.7 1.83 D2l Dec.’53 
15 1.00 6.7 Ly 6DW Mar. 
19 1.00 5.3 1.20 4 Dec.’53 
26 1.40 5.4 2.35 26 Dec.’53 
14 .30 2.1 Deficit —_— Dec.’53 

44 40 8.9 57 119 Dec.’53 
15 1.40 9.3 1.22 30 Dec.’53 
18 1.60 8.9 22 NE Dec.’53 

4 _— —_— +3 30 Dec.’53 

8.1% 

10 $ .50 5.0% $1.03 D10% Sept. 

63 80 1.3 1.38 c. une 

33 $1.60 48% $149 D5% Dec. 

41 2.20 5.4 2.52 1 Feb. 

43 200 47 3.75 NC Aug. 

39 1.80 4.6 2.90 3 Dec. 

60 3.00 5.0 4.42 76 Dec. 

33 1.00(c) 3.0 2.58 NC Oct. 

41 2.00 4.9 2.86 55 Dec. 

19 .90 4.7 1.33 14 Sept. 

14 65 4.6 .94** D1 Dec. 

36 1.40 3.9 i3t DH Dec. 

4.6% 


Price- 
Earns. 
Ratio 
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Div. é ss 
Pay- Stock 
out Equity 
75% 65% 
82 62 
87 100 
93 77 
102 56 
88 59 
92 67 
88% 

68% 38% 
57 24 
48 23 
94 -— 
55 37 
86 83664 
74 62 
66 35 
70 — 
65 34 
77 35 
53 83 
68% 

107% 82% 
81 

77 71 
85 82 
83 88 
60 82 
— 25 
70 -- 
115 90 
—- 43 
85% 

49% 16% 
59 32 
107% 53% 
87 29 
53 41 
62 22 
68 58 
39 20 
70 — 
68 31 
69 — 
107 17 

74% 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Exchange. 
D—Decrease. *Earnings are calculated on present number of shares outstanding, except as otherwise indi- 
cated. **On average shares. #—A 2 per cent stock dividend was also paid December 30, 1954, and in previous 
year. (a)—Paid 4 per cent stock dividend. (b)—Paid 10 per cent stock dividend. (c)—Paid 5 per cent 


stock dividend. NC—Not comparable. 


E—Estimated. 
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What Others Think 





Proceedings at the House Natural Gas Hearings 


_ the passing of the Easter recess 
and the resumption of the House In- 
terstate Commerce Committee natural gas 
hearings, the future of proposed legisla- 
tion to exempt independent producers and 
gatherers from federal rate regulation was 
still in doubt. Though the committee had 
received some 23 bills of various intent 
and scope, it was over HR 4560 and HR 
4675, identical but bipartisan bills intro- 
duced by Representatives Harris (Demo- 
crat, Arkansas) and Hinshaw (Republi- 
can, California), that the real battle was 
being waged. As the hearings went into 
their final phase, there was a shift of pre- 
vailing winds in the committee room. It 
was the expected and predictable natural 
climate change. For the first time, repre- 
sentatives of consumer interests replaced 
those of the producers on the witness 
stand. For the first time, the opposition 
had an opportunity to detail its objections 
to the proposed legislation. 

Mayors from three large cities set the 
background of popular concern and inter- 
est against which opposition testimony 
would unfold before the committee. An- 
nouncing the formation of a National 
Committee of Mayors, to include the chief 
executives of nearly 100 of the nation’s 
largest cities, Mayor Joseph S. Clark, Jr., 
of Philadelphia said it would seek to en- 
sure the continuation of the controls FPC 
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presently exercises over the price of nat- 
ural gas sold to interstate pipelines. 

Clark said, in a statement designed to 
rally the big city mayors to the opposition 
standard, “The interests of gas consum- 
ers, of which there are nearly 600,000 in 
Philadelphia and more than 25,000,000 in 
the United States, demand that there be 
effective controls over the price of natural 
gas.” Joined by the mayors of New York 
and Pittsburgh, the Philadelphia official 
charged in his statement that the lifting 
of controls would “leave the consumer at 
the mercy of the small group of oil com- 
panies which control the bulk of the gas 
reserves in this country. This is not a case 
where operation of free competition can 
be expected to protect the interest of con- 
sumers. The facts are otherwise.” 


-— to the legislative recess, the pro- 
ducer forces had things mostly their 
own way, as witness after witness took 
the stand to examine the provisions of the 
two bills and pronounce them good, on the 
whole, but with some reservations. The 
hundreds of spectators who jammed the 
opening session heard FPC Chairman 
Kuykendall present a majority (4-to-1) 
view of the commission that was highly 
sympathétic to the producer requests. 

“It is the considered opinion of the ma- 
jority of this commission,” he said, “that 
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legislation should be enacted which will 
exempt from the operations of the Natural 
Gas Act independent producers and gath- 
erers of natural gas who sell gas at whole- 
sale to pipeline companies engaged in the 
transportation and sale in interstate com- 
merce of natural gas for resale, but who 
do not themselves engage in the interstate 
transportation or subsequent sale of such 
gas. It is our understanding that HR 4560 
and HR 4675 are intended to accomplish 
that purpose, and upon that basis we rec- 
ommend passage of such legislation. We 
support this proposed legislation because 
we firmly believe that such legislation will 
in the long run result in the greatest good 
to the largest number of people of this 
country.” 

The FPC chairman gave the majority 
reasons for its recommendations as fol- 
lows: 


(1)* The production of crude oil and 
its products, which include natural gas, 
is essentially a mining operation. When 
the crude oil reaches the surface of the 
earth and is thus reduced to possession 
it is treated as a commodity in all re- 
spects similar to coal, iron, copper, and 
other products of the mine. No reason 
can be seen why natural gas should be 
so classified and thus regulated while 
leaving coal or oil completely free of 
regulation. If one of those fuels is to 
be subjected to regulation, they all 
should be. 

(2) It is obvious that, if the use of 
an original cost rate base method of 
pricing natural gas results in fixing the 
price of natural gas at a price lower than 
the equivalent price of other fuels, then 
natural gas will, if it remains available 
for interstate commerce, inevitably drive 
competing fuels from the markets, and 
thus hasten the exhaustion of this irre- 
placeable natural resource. 





*Numbers added. 
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Weare firmly convinced, from every 
aspect of public interest and particular- 
ly that of national defense, that Con- 
gress should not single out natural gas 
as the only one among those fuels over 
which an artificial ceiling should be 
placed. ... 

(3) We are of the opinion that the 
gas-producing industry does not have 
the characteristics of public utilities 
which must and should be monopolies, 
and is the type of industry in which 
competition may flourish, and that any 
lack of competition or any unfair com- 
petition, if any, should and can be dealt 
with by proper application of our anti- 
trust laws. 


Ldap effect would the proposed legis- 
lation have on the pricing and sup- 
ply of natural gas? The commission saw 
benefits accruing to all sides of the indus- 
try and to the consumer as well, if such 
legislation were to be enacted. Chairman 
Kuykendall stated: 


(1)* We believe that the passage of 
the proposed bill would release large 
amounts of gas to consumer markets in 
interstate commerce and at the same 
time... provide sufficient restraint upon 
the price of such gas as to eliminate the 
danger of exorbitant rates. In fact the 
release of such gas would itself, we be- 
lieve, act in great measure as such a 
restraint. 

(2) It would permit also, it is be- 
lieved, the execution of contracts be- 
tween producer and pipeline company 
which would assure to the producer rea- 
sonable adjustments in the price of his 
product over a period of time sufficient 
to justify the expenditure of the large 
sums of money required for pipeline 
projects. Without such long-term con- 
tracts such projects could not be fi- 





*Numbers added. 
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nanced on favorable terms, nor would 
the commission feel justified in author- 
izing their construction and opera- 
ae 

(3) ... without some legislation such 
as that here proposed, remote domestic 
and other natural gas consumers may 
find themselves facing, not only a di- 
minishing supply of such gas, but the 
fact that some of the industries upon 
which the economy of their communi- 
ties depend, may have removed from 
their midst... . 

(4) We believe that the proposed 
legislation . . . would result in equal 
treatment of producers of gas, whether 
pipeline companies or independent pro- 
ducers, would encourage the ownership 
and operation by pipeline companies of 
their own producing and gathering 
properties, and would definitely and con- 
clusively contribute to the soundness 
and the security of the sources of gas 
supply, and the maintenance of adequate 
service. . 

(5) It has been generally recognized 
that regulation to effectuate the conser- 
vation of gas and oil as natural re- 
sources is a function which should be 
performed by the several states in- 
volved. .. . The fact remains that the 
fixing of rates of producers for gas sold 
in interstate commerce for resale will 
inevitably conflict with the recognized 
power of the states to regulate produc- 
ers for purposes of conservation. . 


N summary, Chairman Kuykendall con- 


cluded: 


We believe that a sound fuel policy 
is essential to a robust and expanding 
internal economy and to the successful 
development of the national defense. 
We believe that no sound fuel policy can 
be erected upon such discrimination as 
presently exists against natural gas and 
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in favor of other competitive fuels. We 
believe further that such a policy re- 
quires the exploration and development 
of our oil and natural gas resources 
against a background of free competi- 
tive enterprise, restricted only by appro- 
priate state conservation regulation. 
Consequently, we believe that the fed- 
eral government should not undertake 
the control or the regulation of rates of 
those engaged in the production, gather- 
ing, processing, or the selling of natural 
gas prior to its entry into an interstate 
transmission pipeline; and that the Nat- 
ural Gas Act should be amended ac- 
cordingly. 


_ the hearings inaugurated in such 
auspicious fashion, it remained only 
for producer witnesses to develop and ex- 
plain the reasons why they favored what 
the commission had already proposed. 
Brigadier General Ernest O. Thompson of 
the Texas Railroad Commission expressed 
views favorable to the bills from the aspect 
of the state conservation of natural re- 
sources. David T. Searls, counsel for the 
producers, delivered a detailed account of 
the legislative and regulatory history, and 
of the U. S. Supreme Court decision in 
the Phillips Petroleum Company Case, 
that he said forced producers to seek 
remedial legislation if they were to con- 
tinue to sell gas in interstate commerce 
and keep up their quest for new reserves. 
But it was John F. Merriam, president of 
the Northern Natural Gas Company and 
spokesman for the Independent Natural 
Gas Association of America (INGAA), 
who perhaps best sketched in the broad 
outlines of the legislative dispute, from the 
producer viewpoint. He said: 


There has been a growing concern 
that gas prices have been rising unrea- 
sonably. It has been repeatedly argued 
that close and continued federal regu- 
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lation of gas producers is required to 
protect the consumer against the dan- 
ger of future unreasonable price in- 
creases. The problem is really how can 
we assure a continued production of 
adequate supplies of natural gas and at 
the same time provide the consumer 
with a genuine protection from the 
threat of unreasonable future price in- 
creases. 

Complete freedom of the producer 
would provide the greatest incentive to 
explore for and sell additional supplies 
of gas, but it apparently would not al- 
leviate the fears of some that future field 
price increases would spiral the consum- 
er out of the use of gas. The fact that 
the producer would price himself out of 
business as he priced the consumer out, 
should of itself be an answer to the 
problem, but apparently some are not 
convinced of the adequacy of this argu- 
ment. 


M* Merriam felt that HR 4560 and 
4675 did not give the producers com- 
plete freedom, but would in fact make an 
unreasonable price increase to the con- 
sumer legally impossible. He said: 


[The legislation] frees the producer 
from Federal Power Commission con- 
trol at the same time that it provides 
for the Federal Power Commission to 
pass upon the prices paid producers by 
pipelines. The consumer can thus be as- 
sured that before the pipeline company 
makes any essential long-term commit- 
ment for new gas purchase contracts, 
the commission will have passed upon 
the reasonable market price of the gas. 
While this will undoubtedly slow down 
and make more difficult the purchase of 
new gas for interstate use in competi- 
tion with gas consumed within the state 
where produced, it seems a reasonable 
precaution to give assurance to the con- 


sumer that prices will not unreasonably 
increase on new purchases of gas. 

As we understand it, HR 4560 basi- 
cally does three things: 


(1) The bill frees the independent 
producer of natural gas from federal 
regulation. For the reasons previously 
stated, this is highly desirable in the in- 
terest of obtaining adequate supplies of 
gas for the consumer. 

(2) The bill provides that gas pro- 
duced by interstate pipelines shall be 
treated substantially the same as that 
produced by independent producers, 
with however full control by Federal 
Power Commission of the “reasonable 
market price” of pipeline-produced 
ae 
(3) The bill provides consumer price 
protection in new gas purchase contracts 
executed after the effective date of the 
amendatory act, by providing for Fed- 
eral Power Commission advance con- 
trol of the price the pipeline pays the in- 
dependent producer for such new gas. 


N executive for a gas distributing com- 
pany, J. French Robinson, president 
of Consolidated Natural Gas Company, 
was the first witness to take a different 
view of the Harris-Hinshaw bills. “We 
believe,” he said, “that it would be a seri- 
ous mistake and a violation of the public 
interest for Congress now to amend the 
statute so as to grant the producers an ex- 
emption without at the same time estab- 
lishing a proper policy as to methods of 
sale by producers and thereby providing 
against the unrestrained action of favored- 
nation and other escalator clauses.” Mr. 
Robinson disagreed with the interpreta- 
tions of the legislation given earlier by the 
FPC and other proponents. As he read 
them, the bills were intended to accomplish 
a result considerably more limited than 
earlier suggested. 
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The March of 
Events 


Georgia 


Higher Gas Rate Asked 
Hz rates were asked by the Atlanta 

Gas Light Company recently to off- 
set a $3,802,000-a-year increase in the 
wholesale cost of gas the company dis- 


tributes to about 40 Georgia cities. 

The company asked the state public 
service commission for permission to boost 
its residential rates by 13 per cent and 
its commercial rates by 14.9 per cent. 


e 
Maryland 


Withholding Tax Plan Enacted 


NCREASED levies against corporations 
and utilities and broadening of the 
state sales tax were included in a revenue- 
raising program enacted by the state legis- 
lature prior to adjournment of its 1955 


session early this month. The program, ex- 
pected to produce $28,991,390 in addi- 
tional annual revenue, will adjust gross re- 
ceipts taxes on utilities to a uniform 2 per 
cent, except railroads, which will still be 
taxed at 24 per cent. 


* 
Massachusetts 
Commission Bill Vetoed This bill is not clear in its intent. If 
Gower Herter on April 4th vetoed it were the intent of the legislature that 
a state legislative bill which would a chief executive should merely give 
have required the governor to “give con- consideration to having as one of the 
sideration” to persons with experience in members of the public utilities commis- 
labor relations and consumer problems in sion a person versed in labor relations 
making appointments to the state public and consumer problems, then there is 
utilities commission. no possible way in which the legislature 
Asserting that the intent of the measure could be. assured that a chief executive 
was not clear, the governor, in rejecting had given such consideration. 

the bill, said: On the other hand, he said, if it is the 
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intent of the legislature that the chief ex- 
ecutive should, in fact, appoint to the state 
commission a person so qualified “then I 
would disapprove of the act” for the rea- 
sons which were “best stated” in a com- 


munication which he said he received from 
the chairman of the state commission. 

Senate proponents of the bill lacked one 
vote to overturn the governor’s veto of 
the measure. 


» 
Missouri 
Power Rate Rise Granted paying the 5 per cent tax under protest. 
HE state public service commission : — — Comp ~ ——- — 
recently granted permission to the — eres reer eee ere 
Kansas City Power & Light Company to ene a explamed aarti ih cote 
irieame ite tates by SSAGKROD annually tioning the validity of such a levy now 
‘ Sian April etd ei , because the point was raised a few weeks 
The increase for residential or domestic en : a City Pea —-. - 
users and for rural consumers would be ee ee : 
shies Gtk: aaah ai. ‘Censiiiiatilh ial ta. Louis Public Service). On hearing of the 
ae : development in Kansas City, the tax coun- 
dustrial increases would amount to a little sel f ampaanee ; 
over 12 per cent, and the increase on sales - we the St. Lowis utility raised the sane 
to public authorities 10 per cent. — , , pti 
The commission order stated that for — es sapscatesiiaen pie eaarenninecon” 
the domestic and residential users in the ee ee a 
Kansas City area, a maximum increase of ' —s 
65 cents a month would be levied lonig-eomigi syetees: oF zone: fares. The 
: commission’s action was said to mean that 
‘ most residents of St. Louis county who 
Receipts Tax Protested use streetcars and buses in traveling into 
|. pram of the legality of the the heart of the city will pay at least one 
municipal tax on St. Louis Public extra 5-cent fare and in some cases two 
Service Company’s gross receipts was re- such fares hereafter. The same is true 
ported under study early this month by of city residents riding into most of St. 
the city counselor of St. Louis. The ques- Louis county. 
tion was raised when the utility, present- Effective April 9th, the order elimi- 
ing a check for $782,964 to the city license nated tokens, formerly selling four for 75 
collector as its payment for the year ended cents, and increased the cost of student 
last January 31st, announced that it was passes from 90 cents to $1. 
> 


New York 


Space-heating Installations 
Authorized 


HE state public service commission 
this month authorized two western 
New York gas utilities to connect a total 


515 


of 20,000 additional gas-fired space- 
heating installations. Of these, 15,000 are 
allocated to Iroquois Gas Company, which 
provides service in Buffalo, and the re- 
maining 5,000 were assigned to Republic 
Light, Heat & Power Company, which 
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serves an area generally north of Buffalo. 

In filing their respective petitions for 
additional space-heating allocations, Iro- 
quois said it had about 9,700 customer 
applications on file for space-heating serv- 
ice and Republic reported a backlog of 
almost 2,600 applications. Iroquois serves 
about 252,000 gas customers. Of these, 
about 127,000 already use gas for heating 


purposes. Of Republic’s 66,700 gas cus- 
tomers, 31,800 have space-heating instal- 
lations. 

The commission’s action in authorizing 
the additional installations was based on 
a determination that the supply of gas 
available to the two companies will be 
sufficient to meet the increased demand 
resulting therefrom. 


> 
Pennsylvania 
Gas Rate Increase Allowed The increase emounts to 3.4 cents per 
eas ; ; ’ thousand cubic feet, or an average of 66 
HE state superior court recently , " 
T casket : cents more per month for the company’s 
pnoered Siena Gas Conyeiy to 225,000 western Pennsylvania customers 
increase its rates in Pittsburgh by $1,830,- or. . om 
300 pending the outcome of the city’s , ‘ 
aie In “a order handed down in Phila- Electric Rate Rise Refused 
delphia, the court denied the city’s plea bee state public utility commission re- 
that the rate increase be held in abeyance cently rejected again a $4,732,000 
pending arguments, scheduled to be held rate increase requested three years ago by 
in Pittsburgh the week of April 11th. Duquesne Light Company. At the same 
The increase asked by Equitable last time, the commission ordered a $375,000 
August 9th to meet increased production reduction in industrial rates charged by 
costs had been suspended by the state pub- the company. The reduction was based on 
lic utility commission until January 24th, 1954 operations of the light and power 
at which time the rate raise was allowed. firm, and was made retroactive to April 
The city appealed to the superior court, Ist. 
asking that its appeal act as a supersedeas The commission’s action was the result 
or stay. The recent court order allows the of a review ordered by the state superior 
increase to remain in effect until final court of a similar commission decision in 
arguments. 1953. 
¥ 
Vermont 
Power Legislation Passed commission members to sign a contract 
gens permitting the state public serv- with the New York State Power Author- 
ice commission to make arrange- ity for about 100,000 kilowatts of electric 
ments for transmission and distribution of a 
power obtained from the St. Lawrence Passage of the bill, marking a major 
project was given final passage early this victory for the governor, also was re- 
month by the state legislature. garded as leaving little prospect of ap- 
Enactment of the measure paved the proval for proposed legislation to create 
way for Governor Johnson and the state a state power authority. 
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Objection to Pipeline Competition Rejected 


_ third United States circuit court 
of appeals dismissed Panhandle East- 
ern Pipe Line Company’s petition to re- 
view an order of the Federal Power Com- 
mission authorizing American Louisiana 
Pipe Line Company to construct a pipeline 
system from points in Louisiana to points 
within the state of Michigan (1954) 6 
PUR3d 476. It was held that Panhandle 
failed to show that it would be aggrieved 
by the construction. 

The court said that the fact that Pan- 
handle was allowed to intervene in the 
commission proceedings should not be con- 
strued as recognition by the commission 
that it might be aggrieved. Under § 19(b) 
of the Federal Power Act the company 
must be ‘aggrieved by an order issued by 
the commission” to entitle it to seek review 
of the order. 


Inadequacy of Service 


Conceding that Panhandle is a com- 


petitor of the new company and another 
company being authorized to supply it, the 
court said: 


Whether or not it is a competitor of 
these companies for the present re- 
stricted market in the states of Michigan 
and Wisconsin is beside the point. There 
exists in that area “a crying demand”’ 
for additional quantities of gas. This 
can hardly be disputed. American 
Louisiana and Texas Gas propose to 
build a pipeline in order to supply that 
demand. Panhandle filed no competitive 
application in this proceeding. It has 
evinced no interest in trying to take care 
of the substantial increased needs which 
are the basis for the certificates of con- 
venience and necessity issued by the 
commission. 


Panhandle Eastern Pipe Line Co. v. Fed- 
eral Power Commission, No. 11484, Feb- 
ruary 25, 1955. 


Absorption of Increased Cost of Gas Supply 


_ Wyoming commission permitted 
a gas company to increase its rates so 
that part of the increased cost of its gas 
supply could be recovered. The company, 
the commission said, could absorb about 


234 per cent of the increased cost of gas. 
Maintenance Expenses 


Expenses for repairs and maintenance 
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incurred by the company during the cur- 
rent year were not allowed even though it 
appeared that they would remain constant 
for the next two or three years. The com- 
mission said : 

In determining what part of the in- 
creased cost of the company’s gas sup- 
ply should be passed on to its customers, 
it appears to us that it is unfair to re- 
quire them to pay accelerated main- 
tenance and repair expense incurred by 
the company during the year 1954, even 
though the same may remain constant 
during the next two or three years, when 
a portion of such expenditure was for 
work that should have been performed 
by it during prior years. In our opinion, 
it would be more equitable to adjust the 


€ 


1954 expenditure for such work to a 
figure equal to one-half of the sum of 
the 1954 expenditure and a figure rep- 
resenting the average of such expendi- 
tures for the past four years, for the 
purpose of testing the reasonableness of 
the company’s proposed rate adjust- 
ment. 


Return Allowance 


No return was allowed on plant con- 
tributed by customers. The return which 
the company would earn under its new 
rates was 6.44 per cent. This was described 
as “fair to all concerned” and “within the 
realm of reasonableness.” Re Cheyenne 
Light, Fuel & Power Co. Docket No. 
9248, Sub 1, February 23, 1955. 


Rate Increase Authorized by Arkansas Commission 


ew Arkansas commission authorized 
a natural gas company to increase its 
rates so as to produce a return of 6 per 
cent, which it considered just and reason- 
able. Construction work in progress was 
included in the rate base. 

The working capital allowance was set 
at one-eighth of the annual cash outlay for 
operating expenses, with a deduction of 
one-half of the accrual for federal income 
taxes. 

The commission, however, refused to 
deduct from the allowance advances re- 
ceived by the company for line exten- 
sions. These advances were usually in- 


e 


vested within a short time and were con- 
stantly being refunded. Contributions in 
aid of construction were eliminated from 
the rate base. 

In determining the rate base for the test 
period, the company had used year-end 
figures of plant investment in computa- 
tion of its deficiency but had made no esti- 
mate of year-end level of revenues and 
expenses. In the absence of such estimate 
of operations at the year-end level, the 
commission thought it improper to con- 
sider a year-end rate base. An average rate 
base was used. Re Arkansas Louisiana Gas 
Co. Docket No. U-905, January 10, 1955. 


SEC May Control Fee Paid by Holding Company in 
Subsidiary’s Reorganization 


..; Supreme Court, in reversing a 
ruling of the second circuit court of 
appeals, upheld the Securities and Ex- 
change Commission’s jurisdiction over 
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fees incurred by Electric Bond and Share 
Company during the reorganization of its 
subsidiary. Originally the Securities and 
Exchange Commission had reduced the 
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fees. The circuit court of appeals held that 
the commission lacked jurisdiction to do 
so, and the commission appealed. 


Regulation of Fees 


The court noted that the payment of 
excessive fees was one of the historic 
abuses of the reorganization procedure 
whereby utility companies were milked, an 
abuse the Holding Company Act sought to 
correct. It said: 


Congress had before it the detailed 
record of holding company activities 
and knew that many of them had a pro- 
clivity for predatory practices. The fees 
were not only large; they were often 
loaded on affiliated companies and con- 
cealed in intrasystem accounts. Con- 
gress decided to put an end to the worst 
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Commission Refuses 


Fests association complained 
to the California commission that 
Pacific Greyhound Lines had discontinued 
serving its area. The company answered 
that the freeway its buses traveled had 
been shut off from the contiguous resi- 
dential area by fences so that access to the 
buses at points along the freeway where 
stops had been made previously was no 
longer possible. The company also con- 
tended that no turnouts for the picking 
up and discharging of bus passengers had 
been provided along that section of the 
freeway and to have continued making 
stops on the paved portion of the freeway 
would have violated a section of the Ve- 
hicle Code. 

The commission agreed that the com- 
pany had rightfully discontinued service, 
and then proceeded to examine the alter- 
native proposed by the complaining par- 
ties. They had requested an order author- 
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of these practices and control the criti- 
cal ones. When it came to the intrica- 
cies of holding company finance, Con- 
gress expressed the desire to have the 
amount of the fees paid brought to light 
and to have the commission decide who 
pays them and what amounts are rea- 
sonable. We cannot be faithful to that 
statutory design without granting the 
commission the jurisdiction asserted 
here. 


Dissenting Opinion 


Justices Frankfurter and Burton dis- 
sented on the question whether the com- 
mission could defer consideration of fees 
until the entire reorganization plan had 
been completed. Securities and Exchange 
Commission v. Drexel & Co. 75 S Ct 
386. 


to Reroute Buses 


izing and directing the company to supply 
comparable service. 

The commission entertained no doubt 
as to its authority to order the company 
to depart from presently authorized routes 
along the freeway and to route its buses 
over service roads adjoining the freeway 
for the purpose of picking up and dis- 
charging passengers in the area. Notwith- 
standing that the residents of the area were 
in need of adequate bus transportation, 
which was available to them only through 
the services of the company, the commis- 
sion concluded that the request should be 
denied. The following paragraph sums up 
the commission’s view : 


Orders by this commission requiring 
bus operators to depart from the free- 
ways and follow devious routes in built- 
up areas for the purpose of picking up 
and discharging passengers, would de- 
lay the adoption of a sound program for 
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the provision of such needed bus turn- 
outs. Such orders would therefore work 
to the long-run detriment of the travel- 
ing public and the urban centers by re- 
tarding the development of the needed 
rapid mass transportation facilities. The 
commission does not believe that it 
would be a proper exercise of its dis- 
cretion to accommodate the residents of 
Shoreview by the adoption of a policy 
that would work to the ultimate detri- 
ment of the traveling public and of ur- 
ban centers throughout the state. 


The commission felt that to grant the 
alternative relief requested would imply 
that the commission would require bus 
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companies to operate uneconomically and 
inefficiently, at the expense of their rate- 
payers and to the inconvenience of their 
through passengers, to compensate for the 
failure of public bodies to make those pro- 
visions in the planning of freeways which 
seem clearly to be indicated as necessary 
for the general public welfare and the de- 
velopment of mass rapid transit. The com- 
mission therefore was unwilling to provide 
a makeshift and unsatisfactory remedy for 
a specific situation at the expense of sound 
long-range and statewide planning for an 
effective and efficient solution to the prob- 
lem. Shoreview Community Asso. v. Pa- 
cific Greyhound Lines, Decision No. 
51027, Case No. 5512, January 25, 1955. 


Competition Not Remedy for Poor Service 


HE Arizona supreme court affirmed a 
lower court’s summary judgment 
which set aside a certificate the commis- 
sion had granted to a motor vehicle com- 
mon carrier without giving an existing 
certificate holder an opportunity to rectify 
the allegedly inadequate service. The op- 
portunity and a subsequent failure to ren- 
der the prescribed service were considered 
essential jurisdictional facts to empower 
the issuance of the second certificate. 
Noting that the purpose of a statutory 
prohibition against the issuing of a second 
certificate was to eliminate competition, 
the commission went on to say: 


& 


To allow both certificates to issue be- 
cause of deficiency, whether total or 
partial, creates a competitive situation, 
and thereby defeats the purpose of the 
statute. Under the conditions now exist- 
ing in this case both of these certificate 
holders are authorized to compete, the 
very thing the statute was designed to 
prevent. To avoid this situation the 
statute requires the commission to give 
the first holder the opportunity to rectify 
any kind of inadequacy in service be- 
fore a competing certificate can issue. 


Whitfield Transportation, Inc. v. Tucson 
Warehouse & Transfer Co. 276 P2d 954. 


Commission Lacks Authority to Order Acquisition 
Of Property or Commencement of New Service 


HE supreme court of Georgia reversed 
a lower court’s decision and held that 
the commission has no power to compel an 
electric company to acquire the assets of 
another utility, or to sell power to the other 
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company where it has never undertaken, 
as a public utility, to provide such service. 

The electric company had never as- 
sumed any responsibility or committed it- 
self to furnish electric power to the neigh- 
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boring public utility. No schedule of rates 
had been established under which the 
neighboring utility might purchase power. 
Whenever the one company did make con- 
tracts with the other for a limited time to 
meet emergency power needs, the sales 
were always under terms and conditions 
mutually agreed upon. Those terms were 
such as would not prejudice the company’s 
fulfillment of its responsibilities to its own 
customers. These contracts had never been 
the subject matter of regulation by the 
commission, although the commission had 
been duly advised of their existence. 
The court held that to require a public 
utility to devote its property to a service 
which it has never professed to render, or 
to the service of a territory which it has 
never undertaken to serve, is tantamount 
to taking that property for public use with- 
out just compensation. It is one thing to 
require an extension of the existing line 
within the scope of the company’s com- 
mitment to the public service, and quite 
another to require the extension of exist- 
ing lines beyond such scope and beyond 


€ 


the territory pre-empted, according to the 
court. 


Contract Regulation 


The court also pointed out that it seems 
to be a well-settled rule that public utilities 
have the right to enter into contracts be- 
tween themselves, or with others, free 
from control or supervision of the state, so 
long as the contracts are not unconscion- 
able or oppressive and do not impair the 
obligation of the company to discharge its 
public duties. For the commission to order 
the electric company to sell its power re- 
quirements to the other company, even if 
it had the available capacity, would tend 
to usurp the functions and prerogatives of 
the power company. 


The commissioners, it said, are not the 
managers of the company. Their function 
is to regulate and disapprove any dishonest 
or clearly inefficient conduct and practice 
by the utility. Georgia Power Co. vw. 
Georgia Pub. Service Commission et al. 
85 SE2d 14. 


Other Important Rulings 


Court Actions and Interstate Commerce 
.lct. The United States court of appeals 
held that the Interstate Commerce Act 
does not bar a suit arising out of a dis- 
pute between carriers over division of 
revenue since the limitations in the act ap- 
ply only to actions between carriers and 
shippers for the recovery of charges and 
causes in respect to shipments of property. 
Thompson v. St. Louis-S.F.R. Co. 218 
F2d 166. 


Additional Space Heating Authorized. 
The Indiana commission authorized a nat- 
ural gas company to serve an additional 
number of space-heating customers upon 


a showing that the wholesale supplier had 
been authorized to provide additional 
quantities of gas to the company. Re [n- 
diana Gas Distribution Corp. No. 19035, 


Supplemental Order No. 40, February 3, 
1955. 


No Liability for Discontinuance. The 
South Carolina supreme court held that a 
power company could not be held liable 
for damages for entering the premises of 
a customer and removing his electric meter 
and discontinuing service where the city 
electrical inspector had notified the com- 
pany that a dangerous situation existed in 
the electric wiring on the premises and had 


APRIL 28, 1955 





PUBLIC UTILITIES FORTNIGHTLY 


instructed the company to discontinue 
the electric service immediately. Carroway 
v. Carolina Power & Light Co. 84 SE2d 
728. 


Rates in Violation of Law. The Vir- 
ginia supreme court of appeals held that 
a court of equity had jurisdiction to deter- 
mine the respective rights of parties where 
a contract carrier, in violation of a statute, 
was soliciting and carrying commodities 
between certain cities at a lower rate than 
that fixed by the commission for the trans- 
portation of the same commodities be- 
tween the same cities by a common carrier, 
even though the act of the contract car- 
rier was a violation of the criminal law. 
Overnite Transp. Co. v. Woodfin et al. 
(Woodfin Bros.), 85 SE2d 217. 


Temporary Stay Denied. The New 
York supreme court denied a temporary 
stay of a commission order granting a bus 
rate increase where only a sketchy and 
superficial view of the testimony before 
the commission had been presented and the 
party had not applied to the commission 
for a rehearing or a stay. Re Niagara 
Frontier Transit System, Inc. 136 NYS2d 
667. 


Station Agency Discontinued. ‘The 
North Dakota commission authorized a 
railroad to discontinue agency service at 
a certain station where public convenience 
and necessity would not be seriously 
affected. Re Minneapolis, St. P. & S. Ste. 
M. R. Co. Case No. 5193, December 30, 
1954. 
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Re Bridgeport Hydraulic Company 
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ong of proposed water rate increase; tmncrease 
authorized. 


Return, § 24 — Attraction of capital. 
1. In developing the rate of return suitable for a water company, attention 
necessarily must be given to the factors which determine the value investors 
place on the company’s securities and, hence, the cost to the company of 
attracting new capital and maintaining the confidence of those whose capital 
the company is presently using, p. 102. 


Return, § 26.2 — Cost of capital — Debt money. 
2. A 3.2 per cent estimate as the fair cost of debt money was accepted for 
the purposes of finding a rate of return for a water company which was 
believed to be approximately a double A credit risk, p. 102. 


Return, § 26.4 — Cost of capital — Water company. 
3. A cost of common capital money developed at approximately 54 per 
cent yield, between 85 and 90 per cent pay-out ratio, and a 10 to 15 per cent 
allowance for underpricing was considered reasonable for a water company 
for rate-making purposes, p. 102. 


Return, § 25 — Comparisons — Risk factors. 

4. The level at which utility rate should be fixed is measured by a determi- 
nation whether the rates produce revenues at a rate sufficient to meet all 
reasonable operating expenses, including depreciation and taxes, and have 
remaining operating income which, expressed as the ratio of those dollars 
to the dollars devoted to the public service by the company, will approximate 
the ratio of similar dollars earned by similar companies attended by cor- 
responding risks and uncertainties, p. 102. 


Return, § 24 — Aitraction of capital. 
5. A return allowance for a utility company should be sufficient to assure 
confidence in the financial soundness of the company, to maintain and 
support the company’s credit, and to enable it to raise the money necessary 
for the proper discharge of its public duties, but there is no single approach 
which is sufficient for all times and all companies, under all economic condi- 
tions, p. 102. 


Return, § 115 — Water company. 
6. Rates yielding a return of 4.39 per cent were considered less than just 
and reasonable for a water company, since they would not enable the 
company to earn at a rate equivalent even to the basic cost of capital or 
to attract additional capital at reasonable terms, p. 102. 
[7] 97 7 PUR 3d 
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Return, § 115 — Water company. 


7. Water rates producing a return of 5.66 per cent were held to result in 
no more than a fair rate of return based on, among other things, the cost 
of money to the company and the various other factors relating to attraction 


of capital and ability to serve, p. 107. 


By the Commission: By a sched- 
ule of rates and charges filed to be- 
come effective October 1, 1954, the 
Bridgeport Hydraulic Company, a 
public service company as defined in 
§ 5390, General Statutes, Revision 
of 1949, hereinafter referred to as 
the company, seeks increased _rev- 
enues of approximately $630,000 
per year, or about 18 per cent meas- 
ured on the basis of 1954 operations, 
estimated. 

Pursuant to § 5409, the commis- 
sion entered upon an investigation of 
the need for and the reasonableness 
of the proposed rate schedule and by 
our order of suspension and notice 
of hearing, dated May 11, 1954, sus- 
pended the operation of the proposed 
schedule of rates and charges pending 
our conclusions thereon. For the pur- 
pose of this investigation, the com- 
mission assigned the matter for a pub- 
lic hearing at its office in Hartford, 
beginning Monday, June 7, 1954, and 
later reassigned to Town Hall, Strat- 
ford, at the request of town manager. 
Notice of the pendency of the pro- 
posed rate increase and of the time 
and place of the public hearing there- 
on was given to the company, to the 
cities and towns served by it, and to 
such other parties as appeared to the 
commission to have an interest in the 
proceeding, all as fully appears from 
the commission’s order of notice and 
return of its secretary thereon, on file. 
Public notice was also given by ad- 
vertisement in newspapers having 
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circulation in the areas served by the 
company. 

The matter was before the commis- 
sion in public hearings on June 7th 
and 8th and was concluded on Sep- 
tember 13, 1954. At the hearing, the 
company appeared by counsel. The 
town of Stratford by its town mana- 
ger, an individual customer pro se, 
and four laundry operators, by their 
owners or managers, all appeared in 
opposition. The contentions and rep- 
resentations of those in opposition, as 
well as those of respondent-company 
herein, have been carefully considered 
in arriving at our conclusions below. 
Requested findings or conclusions not 
specifically discussed below nor re- 
flected in our findings or conclusions 
have been given consideration and 
found not justified. 


Background of Proceeding 


The company provides water serv- 
ice in the city of Bridgeport and the 
towns of Fairfield, Stratford, West- 
port, Shelton, Trumbull, and Easton, 
all in Fairfield county. The charac- 
teristics of its sources of supply, the 
capacity and safe daily yield of each, 
and the peculiarities of the various 
divisions of the system have been the 
subject of comprehensive analysis and 
discussion in the two most recent rate 
proceedings in which this company 
has been before the commission. The 
characteristics and number of the 
population served, as well as the trend 
and rate of the company’s growth, 
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have likewise been examined carefully 
in prior proceedings. No purpose 
would be served in again reciting de- 
tails on these matters. Reference is 
accordingly made to the findings and 
orders issued by this commission, par- 
ticularly in Docket No. 8391, issued 
December 8, 1950, and the supple- 
mental finding and order in the same 
docket, issued December 6, 1951, 93 
PUR NS 190. 

It is essential to a thorough under- 
standing of the issues in this proceed- 
ing and of our disposition of them, 
however, to comprehend the matters 
encompassed in these most recent 
proceedings. This will also assist in 
understanding the scope of this pro- 
ceeding and our position with respect 
to the reasonableness of the rates 
under consideration. 


The schedule of rates and charges 
found just and reasonable by the com- 
mission on December 8, 1950, was 
submitted early in June of 1950, This 
was the first increase in rates filed by 
the company since 1926. After ex- 
tensive proceedings and _ thorough 
analyses, the rates presently in force 
were authorized by the commission to 
become effective on January 1, 1951, 
with the condition that the company 
proceed immediately to construct a 
certain large collection and storage 
reservoir system and to carry its con- 
struction through to completion with 
reasonable dispatch. As a result of 
conditions which developed during 
1951, the details of which are ade- 
quately discussed in the supplemental 
finding and order of this commission 
issued December 6, 1951, in Docket 
No. 8391, supra, the company found 
it necessary to seek modification of 
our order of December 8, 1950, so as 
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to permit the schedule of rates then in 
effect to be approved unconditionally 
and the obligation be removed to con- 
struct the reservoir system. After 
contested hearings continuing for 
nine days and thorough analyses and 
investigation by this commission 
which took into account, among 
other things, the nature and extent of 
the demands upon the company’s sys- 
tem, and the success experienced in 
establishing a well system to supple- 
ment the supply to the eastern service 
area we authorized the unconditional 
approval of the schedule of rates and 
charges which had been originally 
approved to become effective in Janu- 
ary of 1951. Thus, there has been 
but one general increase in the com- 
pany’s rates and charges of water 
service in some twenty-eight years. 


Construction and Financing Program 


We have referred to the growth 
of the company on the occasion of our 
prior consideration of rate increases 
filed by it. This expension has con- 
tinued since that time with the re- 
sult that in the 4-year period 1950 
through 1953 the company expend- 
ed about $5,000,000 for new plant 
additions and improvements. During 
1954 and 1955, it is estimated that 
about $3,300,000 will be spent for 
new construction so that construction 
for the six years ending in 1955 total 
approximately $8,300,000, or an 
average of about $1,380,000 per year. 
The company’s construction program 
has been financed in part by the issu- 
ance of mortgage bonds, common 
capital stock, and bank borrowings in 
the total amount of about $3,300,000 
and the company testified that during 
the year 1955 it proposed to issue 44,- 
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000 shares additional of common 
stock. 

At the end of 1953, the original 
cost of the company’s utility plant 
was about $26,700,000. With the 
completion of the proposed construc- 
tion program in 1954, the cost of the 
company’s gross plant will be about 
$28,700,000. 

A review of the various projects to 
be undertaken during 1954 and 1955 
indicates that about one-half of the 
estimated cost thereof would be for 
revenue-producing projects. Major 
additions would involve improve- 
ments to existing service through the 
installation of additional transmis- 
sion mains, additional wells, and im- 
provements in purification and pump- 
ing equipment. These changes are 
expected to improve many pressure 
and quantity problems that have af- 
fected service to existing customers 
for a number of years. Something 
less than one-half of total additions 
would be devoted to the cost of dis- 
tribution pipe extensions, generally 
for new customers. 


Of primary concern during the past 
several years has been the company’s 
inability to provide satisfactory serv- 
ice to certain areas served by the 
Hemlocks and Easton reservoirs 
(west and central areas) as well as to 
provide adequate pressure to certain 
industrial customers on the east side 
of Bridgeport. At the time of the 
company’s application, only one large 
main (48-inch) extended into the 
city from the Hemlocks-Saugatuck 
reservoir system. The added line 
(now complete) will give the area 
served better service and greater relia- 
bility in the event the single line were 
taken out of service for any reason. 


The construction program for 1954, 
1955 contemplates an extension of 
this trunk line (at 30-inch) to a point 
near the center of the city. Service 
to the east of this area will be rein- 
forced by the addition of approxi- 
mately 6,000 feet of 24-inch pipe 
which will correct pressure and serv- 
ice deficiencies which have affected 
the industrial area in the vicinity of 
Barnum and Seaview avenues for 
some time. 

At the present time, the Lordship 
area of Stratford is fed through a 
single 12-inch line which has proven 
to be inadequate to render satisfac- 
tory service. The extremely rapid 
development of this area, both resi- 
dential and industrial, and the pros- 
pects of future growth have indicated 
the need for the 24-inch, 20-inch, and 
16-inch lines that will provide greater 
pressure and capacity as well as an 
adequate supply for fire protection. 

The demands placed upon the Trap 
Falls reservoir system have been in- 
creasing at an unprecedented rate. 
The safe yield of the reservoir proper 
has been exceeded during the last 
three years. Reference has already 
been made to the company’s having 
obtained additional water for its east- 
ern area from the Housatonic well 
field to supplement the Trap Falls 
supply. The three original wells are 
now providing 4,200,000 gallons per 
day. The construction program out- 
lined at the hearing contemplates the 
addition of two more wells which the 
company estimates will double the 
present output of the Housatonic 
wells. In the opinion of company 
witness, this addition will give the 
company a supply sufficient for eight 
to ten years under reasonable condi- 
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tions before it will be necessary to 
make further additions to the east- 
ern supply. 

In the Westport area, which is of 
a highly residential character, the 
peak demand is about four times the 
average demand. This presents sub- 
stantial difficulties in serving such an 
area through long pipelines. West- 
port is now served by two 16-inch 
lines, each of which is about 6 miles 
long, and three wells, the latter being 
used only at times of heavy draft. The 
existing supply was inadequate to 
provide satisfactory pressure during 
peak flow conditions last summer. It 
is planned to install one additional 
well to augment the supply in this 
area. 

As a result of the rapid increase in 
the amount of water now supplied, 
and the amount expected to be sup- 
plied, the capacity of certain purifica- 
tion equipment has already, or is soon 
expected to be, exceeded. Additions 
to or replacements of purification 
equipment are planned for the Hem- 
locks, Trap Falls, and Westport 
plants, 

Included in the anticipated cost of 
the company’s construction program 
is an amount which reflects a continu- 
ation of the expansion of the dis- 
tribution system at the same rate that 
was actually experienced in 1953. 
This construction generally relates to 
new customers and will produce addi- 
tional gross revenue. 

During 1953, the company secured 
the services of a consulting engineer- 
ing firm for the purpose of making an 
over-all study of its transmission sys- 
tem, distribution system, and the 
condition of the pipes and to recom- 
mend to it the various improvements 
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which that firm thought essential. 
This firm submitted a detailed report 
which the company has followed in 
every essential particular. 

In the course of its study, this firm 
of consulting engineers determined 
the unaccounted-for water and per 
capita consumption for 1954. This 
study was summarized and submitted 
in a report which was made part of 
the record in this proceeding. The 
report concluded that there was little 
or no possibility of the existence of 
excessive underground leakage or 
waste on that part of the system ex- 
amined. The report also concluded 
that the combined figure of 11.5 per 
cent for unaccounted-for water, deter- 
mined by the engineers after study, 
was reasonable for the system. The 
firm’s conclusions were based on data 
obtained from company records, 
from measurements over approxi- 
mately 28 per cent of the company’s 
system of mains, and were based on 
judgment and experience gained from 
similar surveys made by the firm dur- 
ing a period of over fifty years. The 
conclusions reached by this firm have 
been reviewed by us and the methods 
used and the conclusions drawn from 
them are reasonable. A factor of 
11.5 per cent for unaccounted-for wa- 
ter is not excessive for a company of 
this size and age. The entire con- 
struction program represents a pru- 
dent and necessary investment by the 
company and is approved for rate- 
making purposes. 

The company proposes to finance 
this expansion by the issuance of 
something more than 44,000 shares 
of its common capital stock. The 
commission is informed that the an- 
ticipated issues of common shares re- — 
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quired to finance this program might 
well amount to as much as 55,000 
shares by the time the company is pre- 
pared to launch its financing program. 

The last sale of common shares was 
in March of 1952 when 44,000 shares 
were sold through a rights offering, 
on a one for nine basis to sharehold- 
ers, at a gross price of $1,144,000 
with net proceeds of $1,091,871 to the 
company. Because of the company’s 
desire to maintain its relatively con- 
servative debt ratio, and further be- 
cause of the limitations of the com- 
pany’s charter limiting the issuance 
of debt securities to 50 per cent of to- 
tal capitalization, the company does 
not consider debt financing advisable. 
This seems reasonable for the limited 
purposes of this proceeding and, more 
particularly, for considering the rate 
of return which is reasonable for this 
company. 


Rate of Return and Rate Base 


[1-6] Since 1951, the rate of re- 
turn earned by the company on its 
used and useful property has been 
lower in each year than in the pre- 
ceding year. This is consistent with 
the experience of the company in the 
post World War II period up to 
1951. 

In 1954 it would earn at a rate of 
4.39 per cent per year on the basis 
of presently effective rates and charg- 
es. The year 1951 showed a tempo- 
rary reversal in this trend as a result 
of the increased rates and charges 
which were effective in January of 
that year. The effect of this trend on 
the company’s earnings is demon- 
strated by the fact that it would have 
been unable to pay dividends at the 
present rate out of earnings since 
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1949 if it were not for rate relief 
granted the company in 1951. 

This reduction in the rate at which 
the plant of the company has earned 
is attributed by the company largely 
to increases in operating expenses and 
to the increase in the cost of additions 
to its plant. The serious and continu- 
ing nature of the drop in rate of re- 
turn requires that some careful con- 
sideration be given to the chief causes 
to which the company attributes the 
reduction. 

Exhibits of record in this and prior 
proceedings, together with obvious 
economic trends of which this com- 
mission has taken official notice on 
many occasions, show that unit oper- 
ating expenses have increased. De- 
spite this fact, however, the company 
appears to have been successful in ab- 
sorbing increases in operating expens- 
es, especially since 1951 as the follow- 
ing tabulation of operating ratios dis- 
closes : 


1954 
Estimated 
72.44% 


1953 
72.93% 


1952 
72.95% 


1950 
69.92% 


1951 
71.81% 


The year 1950 is included to show 
that despite a rate increase in 1951 
the company’s operating ratio in- 
creased almost two percentage points 
over the preceding year, while in 
1952, without benefit of any increase 
in rates, it was only slightly higher 
than in 1951. Moreover, in 1953 it 
actually declined and according to the 
company’s own estimates, it is expect- 
ed that the operating ratio will be 
even lower in 1954. 

Despite the relatively stable oper- 
ating ratio in recent years, however, 
the proportion which operating in- 
come bears to net plant has continued 
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to decline. Unquestionably, the large 
construction program on which the 
company has been engaged is respon- 
sible in part. From 1946 through 
1954, gross plant increased by 51.58 
per cent while utility operating in- 
come increased 43.45 per cent. Thus, 
despite the ability of the company to 
carry down to operating income a 
fairly constant proportion of gross 
revenues, the large expenditures for 
plant expansion have tended to reduce 
the rate of return. 

Company witness developed the 
quality of the company’s securities 
and concludes that its bonds would 
not rate higher than double A. This 
estimate is based in part on a compari- 
son of the interest rate obtained by the 
company at the time of its recent bor- 
rowings, together with an examina- 
tion of interest coverage and a general 
evaluation of the company as a credit 
risk. 

It must be observed, however, that 
company’s witness does concede that 
the company has a sound capital 
structure. The company has no out- 
standing preferred shares and has 
maintained an historical debt ratio 
approximating 44 per cent. Although 
the company’s total interest charges 
were earned 3.4 times in 1953 and 
would be earned 2.9 times in 1954 
without a rate increase, the compari- 
son to companies rated higher by wit- 
ness is not as odious as witness 
would suggest. For although triple 
A companies earned interest on an 
average of 5 times and double A on an 
average of 4 times, it must be remem- 
bered that these are largely electric 
companies which are viewed with a 
higher measure of risk than a gravity 
fed water company. Moreover, un- 


103 


HYDRAULIC CO. 


der the rates found reasonable by the 
commission, the total interest cover- 
age would be 3.8 times or very nearly 
the double A average. 

The history of the company has 
demonstrated that it is considered a 
high grade security by the lenders of 
bond money and the purchasers of 
common shares. Its two prior com- 
mon stock issues have been sold to 
yield at a rate which compare very 
favorably with market conditions at 
that time. Nothing in this record, 
nor in the history of the company, in- 
dicates that new offerings of securities 
by the company, priced advantageous- 
ly, would not be well received. 

In developing a rate of return suit- 
able for the company, therefore, atten- 
tion necessarily must be given to the 
factors which determine the value in- 
vestors place on the company’s securi- 
ties and, hence, the cost to the company 
of attracting new capital and main- 
taining the confidence of those whose 
capital the company is presently using. 
Re Connecticut Light & P. Co. 
Docket No. 8846, October 20, 1953, 2 
PUR3d 379; Re Southern New Eng- 
land Teleph. Co. Docket No. 8834, 
August 14, 1953; Re New Haven 
Water Co. Docket No. 8872, Janu- 
ary 12, 1954, 2 PUR3d 452. 


We have previously commented on 
and found reasonable the construc- 
tion and financing program of the 
company which contemplates preserv- 
ing a debt ratio of 44 per cent and a 
ratio of common stock and surplus of 
approximately 56 per cent. Accept- 
ing company witness’ evaluation of 
the credit risk of the company in find- 
ing a fair cost of debt money, we con- 
clude that the company is approxi- 
mately a double A credit risk and for 
7 PUR 3d 
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the purpose of this proceeding we will 
accept the 3.2 per cent estimate as the 
fair cost of debt money for purposes of 
finding a rate of return at this time. 

For reasons amply discussed above, 
we are not as persuaded, however, 
that witness’ evaluation of the cost of 
common stock to the company would 
be as high as 7.7 per cent even accept- 
ing the yield of 5.25 per cent as a fair 
measure of dividend market price ra- 
tio. The history of the company does 
not disclose that a pay-out ratio as 
low as 77.5 per cent is necessary de- 
spite witness’ contention that such 
might approximate the pay out for 
certain other water utilities and triple 
A electric utilities during certain 
years. The record discloses that in 
fourteen of the past twenty-six years 
the pay-out ratio of the company has 
been 90 per cent or higher, in the years 
1950 and 1953 exceeding 100 per cent. 
The average since 1948 has been 99.6 
per cent. It does not appear neces- 
sary, therefore, to fix a pay-out ratio 
as low as urged by witness. More- 
over, the allowance for underpricing 
to include a provision between 10 per 
cent and 15 per cent for pressure, cost 
of financing, and other factors is con- 
servative as has been proved by ex- 
perience of other utilities recently 
coming before us. See also the ex- 
perience of this company in prior pro- 
ceedings. 

We conclude, therefore, that a cost 
of common capital money developed 
at an approximately 54 per cent yield, 
between 85 per cent and 90 per cent 
pay-out ratio and a 10 per cent to 15 
per cent allowance for underpricing, is 
completely reasonable. This results 
in a range of between 5.05 per cent 
and 5.5 per cent. 
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In 1954, under present rates, the 
company claims it would experience 
utility operating income of $993,555, 
which, after making provisions for 
other income and income deductions, 
would result in net income to surplus 
of $672,552. This is equivalent to 
earnings of $1.53 per share on the 
440,000 shares outstanding in 1954. 
The company’s historical dividend has 
been $1.60 for some years and has 
been sufficient to maintain the com- 
pany’s stock at a market price which 
is in the area of $31. Thus, it will be 
seen that if the company’s estimates 
are correct it would fail to earn its 
dividend requirements in 1954 by 7 
cents per share. 

Under the proposed rates and pres- 
ent capitalization, the company esti- 
mates its 1954 utility operating in- 
come would amount to $1,287,057, 
equivalent to a net income of $977,- 
514, or earnings per share of $2.22 
on 440,000 shares. As noted previ- 
ously 44,000 additional shares of 
common stock will be issued and sold 
in 1955. Projecting 1954 experi- 
ence, under proposed rates and with 
the 44,000 additional shares outstand- 
ing for a full year, earnings per share 
would be approximately $2.03. 

The level at which rates for this or 
any other utility company should be 
fixed is measured by a determination 
whether these rates produce revenues 
at a rate, that is, dollars per year, 
which are sufficient to meet all rea- 
sonable operating expenses, including 
depreciation and taxes, and have re- 
maining operating income which, ex- 
pressed as the ratio of those dollars to 
the dollars devoted to the public serv- 
ice by the company, will approximate 
the ratio of similar dollars earned by 
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similar companies attended by cor- 
responding risks and uncertainties. 

The return should be sufficient to 
assure confidence in the financial 
soundness of the utility and be suffi- 
cient under efficient and economical 
management to maintain and support 
its credit and enable it to raise the 
money necessary for the proper dis- 
charge of its public duties. There is 
no single approach which is sufficient 
for all times and all companies, under 
ali economic conditions. 

The company’s rate base as of De- 
cember 31, 1954, has been calculated 
by the company in substantially the 
manner found reasonable by the com- 
mission in prior proceedings, with 
the exception that the company’s rate 
base as submitted includes $365,291 
for materials and supplies and $400- 
000 for cash working capital. The 
amount claimed by the company for 
materials and supplies compares fa- 
vorably with the balance reported by 
the company in each of the years 1952 
and 1953 and appears reasonable. 
The amount claimed for working 
capital, $400,000, is equivalent to 40 
per cent of the company’s estimated 
operating expenses. We have repeat- 
edly considered this situation with re- 
spect to companies who bill in ad- 
vance and in arrears, with respect to 
the company’s cash requirements and 
to their tax liability, particularly fed- 
eral income taxes, which, under cer- 
tain circumstances, enables a utility to 
accrue large sums of cash. 

We have accordingly included an al- 
lowance of $250,000 as a provision for 
cash working capital. We have shown 
in the following table the rate base 
condensed, as of December 31, 1954, 
with the adjustment just mentioned. 


BRIDGEPORT HYDRAULIC CO. 
TABLE I 


RATE BASE 

December 31, 1954 
Utility Plant in Service ......... $28,084,378 
Construction Work in Progress .. 95,000 
MOAR cok She ced ns ee ae $28,179,378 
Less Reserve for Depreciation 6,154,191 
INGE ote a carn ers Mice $22,025,187 
Working Ganital: .. ..<6.cjefsc 250,000 
Materials and Supplies .......... 365,291 
1 eh ra) 3 er $22,640,478 
Rate Base Rounded ..... $22,640,000 


Applying utility operating income 
in 1954 under present rates and pres- 
ent capitalization discloses that the 
company is earning at a rate of 4.39 
per cent. We conclude that the pres- 
ent rates are less than just and rea- 
sonable since they will not enable the 
company to earn at a rate equivalent 
even to the basic cost of capital and 
will not enable the company to attract 
additional capital at reasonable terms. 


Operating Experience, 1954 


We show in Table II the company’s 
estimate of revenues and expenses for 
the year 1954 under present rates, 
and in separate columns its estimated 
experience under proposed rates with 
present and proposed capitalization. 

The company’s revenues and ex- 
penses estimates were carefully ex- 
amined for the purposes of developing 
the accuracy and reasonableness of 
the estimates. It must be remembered 
that this company’s experience was 
the subject of analysis and examina- 
tion in 1950 and again in 1951. 
Based on this examination, we find 
that the estimates for operating reve- 
nues are reasonably calculated to pro- 
duce the revenues claimed by the com- 


pany. 
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BRIDGEPORT HYDRAULIC COMPANY 
INCOME STATEMENT 


1954 
TABLE II 
Proposed 
Present Capitalization Capitalization 
Present Proposed Proposed 
Rates Rates Rates 
opcratsay Reyenite .: oo. occlu basses as $3,605,040 $4,237,242 $4,237,242 
Operating Revenue Deductions 
Operating Forpenses ... 0.04.6... 00% 00505 $1,012,242 $1,012,242 $1,012,242 
DS a ee eee 448,443 448,443 448 443 
Taxes (Including Federal Income 
Oy are ny ea ce 1,150,800 1,489,500 1,495,500 
Total Operating Revenue Deductions $2,611,485 $2,950,185 $2,956,185 
Utility Operating Income ........... ..... $993,555 $1,287,057 $1,281,057 
Spear we mIbtE teriey, ohG 2c AC Ln pds os eee wi 29,600 41,060 41,060 
Series BMCONIE . 22. 2s ke sens cen c SRR SS $1,328,117 $1,322,117 
Income Dedections............ .. .....0:. 350,603 350,603 340,103 
Net Income Before Dividend Deduction .... $672,552 $977,514 $982,014 
Dividend Deductions ................... 704,000 704,000 774,400 
SBIR ED ONINS oboe ai cess ds dos es esi ($31,448) $273,514 $207,614 
Earnings Per Share: 
ON OOO GHATES. o.oo ks csen es see $1.53 $2.22 
$2.03 


on 484,000 shares 
( ) Indicates Deficit 


The operating expenses, where the 
largest increases are shown, require 
individual consideration. 

Operating expenses for the year 
1954 were estimated to be $1,012,- 
242 which is an increase of $30,560 
over 1953 and $164,190 higher than 
1952. Power and pumping expenses 
have increased from $27,504 in 1952 
to an estimated $75,700 in 1954. 
That is caused by the pumping equip- 
ment which has been installed in the 
new wells in the Housatonic develop- 
ment and Westport area. Prior to 
this time the only pumping required 
was in the high-service districts. 

Purification expenses have shown 
an increase due to wage increases and 
the increased use of water. The 
chemicals used in treating the water 
have increased in cost since 1952 and 
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greater usage is now required because 
of the greater use of water. 
Transmission and Distribution Ex- 
penses have shown the greatest dollar 
increase since 1952 totaling approxi- 
mately $44,500. This is due in part 
to wage increases and additional per- 
sonnel. The cost of maintenance of 
pipes also has increased considerably 
due to the fact that there has been 
approximately 20 to 25 miles of pipe 
laid in each of the years since 1951 
and in 1954 it was necessary to relo- 
cate some 24-inch pipe in Stratford 
due to highway construction. 
Administrative and General Ex- 
penses have increased primarily be- 
cause of an increase in the Employees’ 
Welfare Expenses and Pensions ac- 
count since 1952. The company, 
early in 1953, assumed the total cost 
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of the group hospitalization for all 
employees. 

The company’s experience for the 
year 1953 and for the first seven 
months of 1954 demonstrate that the 
expenses estimated by the company 
for 1954 are reasonable for rate-mak- 
ing purposes. 


Effect of New Rates 


[7] As a general rule, individual 
fixture rates would be increased from 
about 13 per cent to 18 per cent but, 
in a few individual cases, the percent- 
age runs to approximately 234 per 
cent for heavy water consuming de- 
vices, such as water driven motors. 
On the gravity system where custom- 
ers are metered, all service charges 
and water charges would be increased 
by 25 per cent, with the size of the 
blocks remaining the same. On the 
metered high service system, the pres- 
ent minimum charge of $35 per year 
would be eliminated. All service 
charges, however, would be increased 
in varying amounts and when com- 
bined with the increased commodity 
charges would result in an average in- 
crease of about 23 per cent. 

Private fire protection service 
would be increased from $35 to $44 
per hydrant, or by about 28 per cent. 
There would be no change in public 
fire protection rates, untreated water 


in the Huntington section, or in the 
extension agreement provisions. Tap- 
ping charges would be increased by ap- 
proximately 90 per cent as a reflection 
of increased costs for this type of 
work, 

The rates and charges submitted 
by the company and under suspension 
and investigation in this proceeding 
would produce a return of approxi- 
mately 5.68 per cent on the rate base 
shown in Table I. If effect is given 
to the issuance of additional shares of 
common stock in 1954 with the at- 
tendant changes in federal income tax 
liability after bond retirements, the 
return would be about 5.66 per cent. 
We find that the utility operating in- 
come under proposed rates claimed 
by the company will result in no more 
than a fair rate of return based on, 
among other things, the cost of money 
to the company and to the various 
other factors already discussed which 
bear on the adequacy of the earnings 
to enable the company economically 
to attract additional capital and meet 
the requirements of public service. 
We find, therefore, that the order of 
suspension entered into this proceed- 
ing on May 11, 1954, should be va- 
cated and the rates permitted to be- 
come effective on all bills rendered on 
and after January 1, 1955. 
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VIRGINIA STATE CORPORATION COMMISSION 


Re Virginia Electric and Power Company 


Case No. 12316 
October 27, 1954 (Opinion issued later) 


PPLICATION by gas distributing company for approval of 
A purchased gas adjustment clause; granted. Informal 
memorandum on orders reported in (1954) 6 PUR3d 33. 


Rates, § 303 — Escalator clause — Delegation of authority. 
1. The commission, in authorizing gas rates containing a purchased gas 
adjustment clause, does not surrender its authority over the utility or 
delegate its jurisdiction to the management of the company in an unconsti- 
tutional manner, since at any time when the company’s return exceeds 
the reasonable limit, the commission may order an investigation for the 
determination of proper rates and charges, p. 110. 


Rates, § 303 — Purchased gas adjustment clause — Legality. 
2. The legality and propriety of purchased gas adjustment clauses is well 
established, p. 110. 


Rates, § 303 — Escalator clause — Reasonableness. 

3. An escalator clause proposed by a gas company, which would authorize 
automatic adjustments in gas rates to reflect decreases or increases in the 
wholesale price of natural gas and provide for a method of making appro- 
priate refunds based on retroactive decreases in the wholesale cost of 
purchased gas, was found to be just and reasonable in that it simply 
required the customer to pay exactly the increased amount in dollars that 
the company would have to pay out and would have the practical effect 
of eliminating the need for a new rate case every time there was a change in 
the wholesale price of natural gas, p. 110. 


Rates, § 303 — Application of escalator clause. 
Discussion of the application of an escalator clause included in a gas com- 
pany’s schedule, p. 111. 


¥ 


creased or decreased. Provision is 
also included to give the customers the 
benefit of any refunds received from 
the supplier. 

The company filed with the com- 


Hooker, Commissioner: This pro- 
ceeding concerns an application by 
Virginia Electric and Power Company 
(hereinafter called the company) to 
include in its rates for natural gas 





service a provision (hereinafter called 
the Escalator Clause) for automatic 
increases and decreases in the rates 
charged its customers as the rates 
charged to it by its supplier are in- 


mission the proposed revised schedules 
for gas service by letter dated Septem- 
ber 2, 1954. On September 17, 1954, 
the commission suspended the effective 
date of the revised schedules, instituted 
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this proceeding, set the matter for 
hearing on October 11, 1954, and 
directed that appropriate notice be 
given by publication and by registered 
mail. Schedules containing similar 
provision (differing slightly in detail) 
were filed by six other natural gas dis- 
tributing companies, Portsmouth Gas 
Company, Suffolk Gas Corporation, 
Virginia Gas Distribution Corpora- 
tion, Roanoke Gas Company, Peters- 
burg and Hopewell Gas Company, and 
Lynchburg Gas Company. All seven 
cases were heard on the same day 
though on separate records. 

The hearing was convened on 
October 11, 1954, and the following 
appearances were entered in this 
case: 

T. Justin Moore and John W. Riely, 
Counsel, for the applicant company; 
Henry E. Ketner and Leonard H. 
Davis, Counsel, for the city of Nor- 
folk; R. E. Gibson, City Attorney, 
Counsel, for the city of South Nor- 
folk; John D. Gray, City Attorney, 
Counsel, for the city of Hampton; and 
Norman S. Elliott, Counsel, for the 
commission. 


Testimony was received on October 
11, 1954, and the hearing was ad- 
journed until October 25, 1954, at the 
request of counsel for the city of Nor- 
folk, for further testimony and argu- 
ment. The hearing was completed on 
that day. On October 27, 1954, the 
commission entered an order granting 
the application of the company. (6 
PUR3d 33.) 

The company is a Virginia public 
service corporation. It distributes nat- 
ural gas in the Hampton Roads area, 
in the cities of Norfolk, South Norfolk, 
and Newport News, and in portions of 
the cities of Hampton and Warwick 
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and the counties of Norfolk and Prin- 
cess Anne. 

The company purchases its supply 
of natural gas from Commonwealth 
Natural Gas Corporation (herein- 
after called Commonwealth). Com- 
monwealth is also a Virginia public 
service corporation and it transports 
the gas it purchases from Atlantic 
Seaboard Corporation to the com- 
pany’s facilities in the Hampton Roads 
area. The rates of Commonwealth 
are subject to the jurisdiction of this 
commission and its schedules contain 
an Escalator Clause that operates sub- 
stantially like that proposed by the 
company as described below. 

Atlantic Seaboard Corporation, on 
the other hand, is not subject as to 
rates and charges to the jurisdiction 
of this commission; it operates an 
interstate natural gas pipeline and ac- 
cordingly is a “Natural-Gas Company”’ 
subject as to rates, charges, and other 
matters to regulation by the Federal 
Power Commission under the Natural 
Gas Act. 15 USCA § 717a. 


The scheme of regulation under the 
Natural Gas Act differs from that un- 
der which this commission functions. 
The Federal Power Commission is 
authorized to suspend rates proposed 
by a natural gas company but only for 
a period of five months. If the hear- 
ing has not been concluded and a final 
order entered by that time, the natural 
gas company is authorized to put the 
proposed rates into effect, subject to 
an undertaking to refund to its custom- 
ers any amount by which the collec- 
tions under the rates so put into effect 
exceed what would have been collected 
under the rates finally approved by the 
commission. 15 USCA § 717c. 


Experience shows that rates for nat- 
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ural gas have proven extremely vola- 
tile. Changes in rates charged the 
company by its supplier since natural 
gas was introduced in the spring of 
1951 became effective on March 19, 
1952, February 15, 1953, and March 
1, 1954. Another rate change was 
anticipated on November 1, 1954. Re- 
funds have been received by the com- 
pany on a number of occasions. 


The cost of purchased gas amounts 
to about 50 per cent of the company’s 
operating expenses and, accordingly, 
an increase in purchased gas rates must 
normally be passed on by the company 
to its customers. The company may 
oppose rate increases by Atlantic Sea- 
board Corporation before the Federal 
Power Commission, but the company 
has no control over the rate it pays for 
gas. It may apply to this commission 
for an increase in rates when the rates 
which it must pay are increased, but 
such an application is subject to the 
delay necessitated by regulation, and 
the increase to which the company 
may be entitled might not become 
effective until a time later than the 
effective date of the increase it must 
pay. Furthermore, there is no pro- 
vision in the Virginia statutes pur- 
suant to which the company can be re- 
quired or permitted to pass on to the 
customers who have already received 
service the benefit of any refund that 
it receives from its supplier, since the 
commission has no power to set rates 
retroactively. Com. ex rel. Appalachia 
v. Old Dominion Power Co. (1945) 
184 Va 6, 60 PUR NS 46, 34 SE2d 
364, certiorari denied (1945) 326 US 
760, 90 L ed 457, 66 S Ct 139. 

This was the situation when the 
company filed its proposed Escalator 
Clause with the commission. 


The Escalator Clause 


[1-3] The company has two rates 
in effect for general service. It also 
has a rate for interruptible service that 
already contained an Escalator Clause 
which is not at issue in this proceed- 
ing. In its rate schedule No. 1 for 
general service to smaller customers, 
the company proposed the addition of 
the following provision: 

“(A) This rate (other than the 
minimum charge) is subject to an ad- 
justment for increases or decreases in 
the firm service rate at which the com- 
pany purchases natural gas. The basic 
rate paid by the company for firm 
service as of August 1, 1954, is $2.96 
per month per Mcf of billing demand 
and $0.3569 per Mef for all gas pur- 
chased, with adjustments for varia- 
tions in Btu content above and below 
a base for Btu adjustment of 1,150 
Btu per cubic foot. On and after 
November 1, 1954, if any increase or 
decrease is made in such basic rate, 
or any change is made in the base for 
Btu adjustment, the rate prescribed 
above shall be increased or decreased 
by a purchased gas adjustment factor 
determined as follows: 

“(1) Gas purchases by the company 
during a period of twelve calendar 
months ending within three months 
preceding the month of the effective 
date of the wholesale rate increase or 
decrease, less any gas delivered by the 
company under its schedule providing 
for interruptible gas service, shall be 
priced: 

“(A) At the basic firm service rate 
set forth above, and 

“(B) At the new basic firm service 
rate. 

“(2) The difference between the 
amount so determined, after appro- 
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priate adjustment for state of Virginia 
gross receipts and valuation taxes and 
for local gross receipts taxes, shall be 
divided by the number of hundred 
cubic feet of gas sold by the company 
during such twelve months’ period 
under this schedule and all other sched- 
ules except any providing for inter- 
ruptible gas service. The factor so 
determined shall be the purchased gas 
adjustment factor. 

““(3) The amount of each custom- 
er’s monthly bill thereafter shall be ap- 
propriately increased or decreased by 
the purchased gas adjustment factor 
multiplied by the number of hundreds 
of cubic feet billed. 

“(4) Any increase or decrease in 
charges for gas service shall be effec- 
tive for meter readings on and after 
the first day of the calendar month 
following the effective date of any in- 
crease or decrease in the rates of the 
company’s supplier. 

“(5) Such purchased gas adjust- 
ment factor shall remain in effect until 
the next purchased gas adjustment 
factor becomes effective or until 
changed by law or action of the com- 
mission. 

“(B) In the event that, upon deter- 
mination of any new rate charged the 
company by its supplier, the company 
receives a refund of charges paid to 
its supplier in respect of a prior period, 
the company shall make appropriate 
adjustments in the amounts charged 
to its customers under the provision, 
as follows: 

“(1) The amount received by the 
company as a refund shall be divided 
by the number of hundred cubic feet 
of gas that the company estimates will 
be sold to its customers (except under 
its schedule providing for interruptible 
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gas service) during the same period in 
the next calendar year as the period in 
the calendar year for which such re- 
fund is applicable. 

(2) The company will reduce by 
the factor so determined the purchased 
gas adjustment factor that would 
otherwise be applicable during such 
subsequent period. 

“(3) The reduced purchased gas 
adjustment factor so determined shall 
not remain in effect beyond the time 
when the revenues that the company 
would otherwise have received by op- 
eration of Paragraph (a) have been 
reduced by the amount of such refund, 
and the company may adjust the re- 
reduced factor accordingly. 

“(4) If any refund is applicable to 
a period longer than twelve months, 
the company shall make appropriate 
adjustment in the purchased gas ad- 
justment factor so as to refund to 
customers the entire amount of such 
refund during the twelve months be- 
ginning with the first day of the calen- 
dar month following receipt of the 
refund.” 


The same insertion was proposed 
in rate schedule No. 5 for general 
service to larger customers except that 
the words “The above Commodity 
Charge” were substituted for the first 
seven words quoted above. This 
change was appropriate because of the 
difference in form between the two 
rates. 


The quoted Escalator Clause was 
carefully drawn for exactness but in 
practice its operation is relatively 
simple. When the rate charged the 
company by its supplier is increased, 
the company is authorized to increase 
its rates to its customers by the amount 
of the increase (and related gross re- 
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ceipt taxes) that it must pay deter- 
mined as exactly as possible. The 
company is entitled to receive nothing 
that it is not required to pay out. 
Similarly, when the company receives 
a refund from its supplier, the company 
is required to reduce by exactly the 
amount of the refund the aggregate 
rates charged its customers in the same 
period of the year following the receipt 
of the refund as the period in respect 
of which the refund is applicable. The 
same period of the year is used because 
of varying use by different customers 
depending on the weather. The exact 
customers who paid the higher rates 
may not get the benefit of the refund 
(if they have moved away, for ex- 
ample) ; but to require individual re- 
funds would be impracticable and ex- 
pensive; it might cost as much as the 
amount of the refund. The course 
proposed as to refunds will benefit 
customers generally and is the only 
workable plan. 

The duty to regulate the rates and 
charges of the company for gas service 
is not imposed on the commission by 
the Constitution, for the company is 
not a “transportation or a transmis- 
sion company,” Const §§ 153, 156 
(b). The duty is imposed on the com- 
mission by statute. The statute pro- 
vides that the commission shall have 
power to fix “. . . rates, tolls, 
charges, or schedules . Co 
tion 56-235.) 

The utility is also directed to “. 
file with, and as a part of, such sched- 
ules, copies of all rules and regulations 
that in any manner affect the rates 
charged or to be charged.” (Section 
56-236. ) 

It is, therefore, apparent that the 
company may file and the commission 
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may approve rules and regulations that 
“affect” the rates charged. That is 
what the company and the commission 
have done in this case. 

But it is argued that the commission 
is delegating its power to establish 
rates in an unconstitutional manner to 
the Federal Power Commission. This 
argument is without substance. 

First, it should be noted that this 
argument is made at a very late date. 
The commission has for many years 
approved rates for larger consumers of 
electric power that are based on fuel 
clauses. The operation of those clauses 
results in increases or decreases in 
rates as the cost of fuel increases or 
decreases. No objection has ever been 
made to such rates despite the long 
period of their effectiveness. They 
cannot be distinguished in effect from 
the escalator provision proposed here. 
Electric rates with fuel clauses were 
considered and accepted by this com- 
mission more than thirty years ago. 
Thus in an electric rate case of the 
company, the commission then said: 

“The coal rider, therefore, is proper 
and is fairly administered, . . .” 
In re Virginia R. & Power Co. PUR 
1921C 193, 208. 


In the same year, the commission 
considered and continued a fuel clause 
for another electric utility. Re Lynch- 
burg Traction & Light Co. PUR 
1921E 87. 


Electric rates with fuel clauses are 
general throughout the industry. Re 
Hartford Electric Light Co. (Conn 
1952) 95 PUR NS 161; Ex parte 
Gulf States Utilities Co. (La 1950) 
88 PUR NS 225; National Forge 
and Ordnance Co. v. Pennsylvania 
Electric Co. (Pa 1953) 99 PUR NS 
161; Re Community Pub. Service 
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Co. (NM 1951) 93 PUR NS 18; 
Re Duke Power Co. (NC 1948) 75 
PUR NS 33; Re Georgia Power & 
Light Co. (Ga 1948) 74 PUR NS 
65; Re Rush County Rural Electric 
Membership Corp. (Ind 1947) 72 
PUR NS 128; Re Wisconsin Michi- 
gan Power Co. (Wis 1948) 76 PUR 
NS 153; Glens Falls Portland Ce- 
ment Co. v. New York Power & Light 
Corp. (NY 1947) 69 PUR NS 37. 


Although Escalator Clauses in gas 
rates do not have such a long history 
in Virginia, this case is by no means 
without precedent. Thus the commis- 
sion has authorized Escalator Clauses 
for two smaller gas utilities distribut- 
ing propane gas. It approved an Es- 
calator Clause for Washington Gas 
Light Company quite similar to that 
proposed by this company. That ap- 
proval was given on June 30, 1954, 
and similar approval was given by 
the Maryland and District of Colum- 
bia commissions for the same com- 
pany. The Escalator Clause in the 
rate schedules of Commonwealth has 
already been mentioned. 


In other states, Escalator Clauses 
in gas rates have met with approval. 
We are advised by the company in 
its brief of 28 other states whose rates 
containing such clauses are presently 
in effect. The legality and propriety 
of such clauses were considered at 
length in 1953 by the New York 
Public Service Commission in a pro- 
ceeding covering the large gas dis- 
tributors in the New York City area, 
and that commission approved such 
clauses. Re Brooklyn Borough Gas 
Co. (NY 1953) 100 PUR NS 271. 
Other commissions have adopted the 
same course. Re Southern California 
Gas Co. (Cal 1952) 99 PUR NS 
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272; Re South Jersey Gas Co. (NJ 
1952) 96 PUR NS 71; Re Piedmont 
Gas Co. (NC 1947) 71 PUR NS 
19. See also Boston Consol. Gas 
Co. v. Department of Public Utili- 
ties (1947) 321 Mass 259, 69 PUR 
NS 428, 72 NE2d 543. 


In the light of this experience 
throughout many years, it seems too 
late to present a question of constitu- 
tionality. But it is urged on us that the 
Escalator Clause is an unconstitutional 
delegation of legislative power. We 
are told that the proposal means that 
we have abdicated our power to the 
Federal Power Commission. Cases 
are cited to us where legislatures or 
commissions have adopted present and 
future federal laws and regulations 
their own, and where that action was 
held unconstitutional. Those cases 
are not in point. We lose none of our 
power by approving the Escalator 
Clause. We can, by procedure estab- 
lished by law, investigate the rates 
charged by the company at any time 
and require whatever changes in rates 
may be appropriate. Furthermore, 
the proposed escalations in the case of 
the company do not result from 
changes in rates approved by any other 
commission except the state corpora- 
tion commission. We regulate Com- 
monwealth as to rates, and the com- 
pany’s rates will change pursuant to 
the Escalator Clause only as Com- 
monwealth’s rates change. But that 
is only an incidental matter. The Es- 
calator Clause in Commonwealth’s 
rates involves no delegation of power. 
We do not adopt as our own the rates 
fixed by the Federal Power Commis- 
sion that Commonwealth must pay to 
its supplier; all we do is to recognize 
that those are the rates that Common- 
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wealth must pay. The jurisdiction of 
the Federal Power Commission is 
exclusive; we cannot change rates es- 
tablished by it nor redetermine them 
nor direct any utility not to pay them. 
We are bound to recognize rates le- 
gally established by the Federal Power 
Commission. It operates within its 
sphere as this commission does in its. 
Accepting the fact that rates estab- 
lished by another commission must be 
paid does not mean that we give up 
any of our power. It merely recog- 
nizes the limitations established by 
law on our jurisdiction. We cannot 
agree, therefore, that there is any un- 
constitutional delegation of our power 
in the proposed Escalator Clause. We 
have the power to approve the Esca- 
lator Clause under the governing stat- 
ute. We proceed now to consider 
whether or not it should be approved: 

The Escalator Clause has a num- 
ber of advantages. The alternative 
to the Escalator Clause, in view of the 
many changes in the cost of natural 
gas to the company, is a series of rate 
cases—perhaps one or more major 
rate cases for each gas distributor in 
Virginia every year. This would re- 
sult because, as pointed out above, the 
distributors normally cannot absorb 
these increases. A reasonable pro- 
cedure to eliminate these cases is de- 
sirable both from the standpoint of 
the utilities and the public. 

It is beneficial to the gas consumer 
because the added expenses incident 
to rate hearings are passed on to the 
ratepayer. It is obvious to those who 
understand utility rate making that 
the Escalator Clause is in the inter- 


est of the gas users. The Escalator 
Clause simply requires the customers 
to pay exactly the increased amount 
in dollars that the company must pay 
out. The company’s rate of return 
is not affected in any way. However, 
the ratepayers are given the benefit 
of refunds to the company that they 
would not otherwise receive, for the 
reason that, under the Escalator 
Clause, when the company receives 
a refund from its supplier, the com- 
pany must reduce charges to its cus- 
tomers in the exact amount of such 
refunds. 

The objection is raised that the 
commission should not permit rate 
changes without a complete review of 
the company’s operations. Utilities 
are under constant supervision of the 
commission. The rate of return of 
all utilities is the object of study and 
investigation by our accounting and 
engineering departments continuously. 

There was some question raised at 
the hearing as to the adequacy of the 
notice. The notice given to the pub- 
lic fully complied with the law in the 
opinion of the commission. 

On the whole record, we are of the 
opinion that the Escalator Clause 
should be approved. 

As an appendix to this opinion we 
transmit the informal memorandum 
which was referred to in the final or- 
ders of October 27, 1954, in each of 
the seven cases decided on that day. 


Epitor’s Note.—The informal mem- 
orandum, above referred to, was reported 
in Re Lynchburg Gas Co. (1954) 6 
PUR3d 33. 
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Re Mountain States Telephone & 
Telegraph Company 


Docket No. 9981-E-1051, Decision No. 28525 
November 6, 1954 


pee by telephone company for determination of earnings 
requirements; modified rate increase authorized. 


Intercorporate relations, § 14.2 — Telephone corporations — Relationship be- 
tween affiliates. 
1. The relationships between a local operating telephone company, a 
nation-wide system holding almost all of its stock, a telephone supply 
corporation, and a telephone laboratory corporation, were not found to be 
contrary to the public interest, p. 118. 


Valuation, § 27 — Telephone rate base — Fair value. 
2. In arriving at the fair value of the property of a telephone company, 
consideration should be given to the original cost of the property less the 
depreciation reserve, the cost of reproduction less observed depreciation 
(otherwise referred to as present value), and any other evidence of value 
which may be submitted, p. 118. 


Return, § 111 — Telephone company. 
3. A return of 4.65 per cent on its rate base was considered inadequate 
for a telephone company, while a return of 6.25 per cent was found to 
result in a fair balancing of investor and consumer interest, p. 118. 


Return, § 43 — Past deficits — Recoupment. 
4. The amount by which a telephone company’s earnings in the past year 
fell short of providing it with a fair return may not be recouped through 
rates higher than necessary to produce a fair return in the future, p. 118. 


Return, § 35 — Allowance for attrition. 


5. The method of making the allowance for attrition in a telephone rate 
base which most nearly conforms to the nature of attrition is to adjust net 
earnings being realized under the present rates for the slippage which has 
been experienced because of the attrition and to apply a percentage figure 
to the deficiency in net earnings for the purpose of converting to a deficiency 
in revenue, after allowance for federal and state taxes and gross revenues, 
to find the additional revenue requirement, p. 118. 


Return, § 41 — Intercorporate relations — Capital structure of parent. 


6. It is necessary to test an allowed rate of earnings for a local telephone 
company, which is a member of a nation-wide system, as they apply to 
the capital structure of the parent company, where the primary source of 
capital of the operating local company is its nation-wide parent, p. 120. 
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Return, § 35 — Attrition — Methods of determination. 
Discussion of the methods of making an allowance for attrition in a telephone 
company’s return by developing a monthly average rate of attrition by the 


use of differential calculus, p. 119. 


Return, § 26 — Cost of capital. 


Statement that the variation, in computation by commission and company 
of a required rate of return for a telephone company, may be due principally 
to two factors, namely, proper debt ratio and cost of equity capital, with 
the cost of equity capital being influenced by proper dividend payout ratio 
or the ratio of dividends to earnings, p. 120. 


APPEARANCES: Walter E. Craig 
and J. H. Shepherd, for applicant; 
Robert Pickrell, Assistant Attorney 
General, James E. Hunter, Assistant 
Attorney General, and Robert Stubbs, 
Assistant Attorney General, for the 
commission; William C. Eliot, City 
Attorney, on behalf of the city of 
Phoenix, William J. Riegger, Assis- 
tant City Attorney, on behalf of the 
city of Tucson, and John B. Bailey, 
City Councilman, on behalf of the 
city of Yuma, in opposition. 


By the Commission: Hearing of 
this case was held at a session of the 
Arizona Corporation Commission at 
the hearing room at said commission’s 
office in Phoenix, Arizona, beginning 
at ten o’clock on Tuesday, June 1, 
1954, and concluding on Saturday, 
June 12, 1954. 

These proceedings are upon an 
original petition of The Mountain 
States Telephone and _ Telegraph 
Company filed with this commission 
on December 11, 1953, requesting the 
commission to fix a date for a hearing 
for the purpose of receiving evidence 
to enable the commission to ascertain 
the fair value at the present time of 
petitioner’s property devoted to the 
public service within the state of 
Arizona and to ascertain the facts 
which may have a bearing on such 
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valuation; to determine the fair rate 
of return to be applied to such valua- 
tion; to determine the additional rev- 
enues to which petitioner may be 
entitled, and that the commission make 
such further findings and orders as 
may be just and proper. 

The commission fixed ten o’clock 
A.M., Tuesday, June 1, 1954, as the 
time for the beginning of the hearing 
and gave due notice to all interested 
parties. 

A public hearing was held before 
the commission, all commissioners 
being present, on June 1-3 and June 
7-12, 1954, all dates inclusive. 
Appearances were entered by the com- 
pany, the attorney general’s office, and 
the commission staff and by the cities 
of Phoenix, Tucson, and Yuma. 

On June 12, 1954, the hearing was 
adjourned and the case taken under 
advisement. It having come to the 
attention of the commission that sev- 
eral days after the close of the hearing 
the board of directors of the com- 
pany authorized a bond issue of $20,- 
000,000 and the commission requir- 
ing further information in its study 
of the factors of attrition, the com- 
mission asked the company for addi- 
tional information. The company 
submitted its reply. Both the com- 
mission’s letter and the company’s 
reply were made a part of the record. 
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Growth and Development of the Tele- 
phone Business in Arizona 

From the evidence taken at the time 
of said hearing, it is clear the company 
is still confronted with unprecedented 
demands for additional telephone serv- 
ice and for higher grades of telephone 
service, all of which require a large 
expansion in the telephone plant facil- 
ities needed to furnish telephone serv- 
ice. Telephones increased in Arizona 
between 1940 and 1953 291.8 per 
cent, whereas during the same period 
the population increased 81.4 per cent. 
As a_ consequence of the telephone 
industry reaching a larger market, 
with more people using the service, 
the telephones per one hundred popula- 
tion increased during the same period 
from 10.1 to 21.8. Held applications 
for telephone service have been re- 
duced substantially since 1951. Intra- 
state toll messages have increased from 
993,000 in the year 1940 to 3,613,- 
000 in the year 1953, necessitating 
four times as many miles of toll cir- 
cuits within the state of Arizona in 
1953 as there were in 1940. Moneys 
expended for gross construction in 
Arizona in each of the last three years 
have totaled over $10,000,000. Only 
by such plant expansion can the com- 
pany meet the demand of existing and 
prospective customers. 


This growth is requiring the com- 
pany to attract capital from the in- 
vesting public to enable it to make the 
capital expenditures for new plant 
facilities. Most of the additional 
capital expenditures must come from 
new capital brought into the business. 
Revenues received from customers 
through increased rates are for the 
purpose of meeting expenses and pro- 
viding a fair return and thus are not 


available for such capital expenditures 
except for a very limited extent. 


History and Operations of Petitioner 

Petitioner is a Colorado corporation 
with its principal offices located at 
Denver, Colorado, and its Arizona 
headquarters in Phoenix. Petitioner 
is duly authorized to engage as a 
public utility and is engaged in the 
business of furnishing communication 
services, namely, local and toll tele- 
phone service in the states of Arizona, 
Colorado, Montana, New Mexico, 
Utah, Wyoming, Idaho, and in El 
Paso county, Texas. 


Petitioner furnishes interstate toll 
telephone service as well as local 
and intrastate telephone service. The 
same properties and the same em- 
ployees are used in furnishing intra- 
state and interstate service. For the 
purpose of determining charges and 
reasonable rates for petitioner’s 
Arizona intrastate service, therefore, 
it becomes necessary to determine that 
portion of the petitioner’s property 
and expenses devoted to the Arizona 
intrastate business. All the evidence 
relating to this matter has employed 
the revised Separations Manual em- 
bodying the changes adopted in 1951 
at the Charleston Convention of the 
National Association of Railroad and 
Utility Commissioners and approved 
by the Federal Communications Com- 
mission. Studies relating to separa- 
tions are being continued by the appro- 
priate committee of the NARUC, to 
the end that a method might be 
adopted which would conform to the 
legal requirements and at the same 
time would lessen the disparity be- 
tween intrastate and interstate toll 
message costs. 
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Intercorporate Relationships 

[1] The American Telephone and 
Telegraph Company owns 86.7 per 
cent of the common stock of The 
Mountain States Telephone and Tele- 
graph Company; American also owns 
over 99 per cent of the Western Elec- 
tric Company; and American and 
Western Electric Company jointly 
own the Bell Laboratories. The 
American Company furnished to the 
Mountain States Company under con- 
tract certain services. Mountain 
States purchases practically all of its 
materials and supplies from the West- 
ern Electric Company under contract. 

We have carefully reviewed the 
relationship between the four organi- 
zations mentioned above and the con- 
tractual arrangements. These matters 
are under continuing review by com- 
mittees of the NARUC and we will 
continue to keep these matters before 
us. Evidence has been incorporated 
in the record with respect to license 
contract expense, license contract sav- 
ings, the Western Electric Standard 
Supply contract, and Western Electric 
Company profits. On the present rec- 
ord before us, we find that the con- 
tracts between the Mountain States 
Company and the American Company 
and between the Mountain States 
Company and the Western Electric 
Company are not contrary to the 
public interest. 


Rate Base 

[2] Complete evidence was pre- 
sented to the commission hearing on 
the matter of a proper rate base. In 
arriving at the fair value of the prop- 
erty, consideration should be given 
to the original cost of the property 
less the depreciation reserve, the cost 
of reproduction less observed deprecia- 
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tion, otherwise referred to as present 
value, and any other evidence of 
value which may be submitted. The 
evidence on the net original cost 
ranged from a low of $45,038,216 to 
a high of $46,002,918 depending upon 
the components included. The evi- 
dence shows the present value was 
$56,953,000. All of the foregoing 
figures are computed on the average 
for the calendar year 1953. Consid- 
ering them all, the commission has 
concluded that the fair value of the 
property is not less than $50,995,608, 
which is the average of the highest 
and the lowest figure. 


Operating Results 

[8-5] The Mountain States Com- 
pany maintains its accounts in accord- 
ance with the Uniform System of 
Accounts prescribed by the Federal 
Communications Commission. The 
petitioner makes regular reports to 
this commission and to the Federal 
Communications Commission. The 
accounts are audited regularly by 
Lybrand, Ross Bros. & Montgomery, 
independent public accountants. In 
addition, both Mr. William H. Howe 
and Mr. Max A. Millett of the com- 
mission staff have made complete re- 
views of the company’s records and 
books of account in connection with 
the instant case and a prior case. The 
pro forma net earnings of Arizona 
intrastate operations of the company 
for the twelve months ended Decem- 
ber 31, 1953, were, according to Mr. 
T. L. Ackerman, assistant comptroller 
of the company, $2,368,524. Mr. 
Howe excluded interest charged con- 
struction from his computation of net 
operating earnings and arrived at a 
figure, of $2,322,666 for the same 
twelve months’ period. 
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From the above figures it is appar- 
ent that the rate of return was only 
about 4.65 per cent and thus that the 
rate of return from the present rates is 
inadequate. 


Attrition 

Rates are made for at least a 
reasonable period in the future. The 
amount by which the company’s earn- 
ings in 1953 and thus far in 1954 
fall short of a fair return is not to be 
recouped through rates higher than 
necessary to produce a fair return in 
the future. This commission should 
and will, however, endeavor to set rates 
which will permit the company to earn 
for a reasonable period in the future 
the rate of return which this commis- 
sion finds necessary, and which at the 
same time will be no more than rea- 
sonable to the users of the service. 

The slippage in the company’s rate 
of return since the present rates were 
placed in effect was demonstrated by 
company witness Steinhauer, and by 
staff engineer Howe of the commis- 
sion. This decline in rate of return 
has been due to the rise in expenses 
and plant costs due to inflation. Tes- 
timony on the rate of attrition varied 
from .46 per cent a year to .33 per 
cent a year. However, in connection 
with the latter figure, Mr. Howe rec- 
ommended that an additional allow- 
ance be made of .241 per cent to cover 
the attrition that has occurred between 
the end of the test period, December 
31, 1953, to shortly after the date of 
the hearings, or to July 31, 1954. 

An allowance for attrition involves 
a further adjustment of the level of 
earnings. That is to say, while the 
present rates would have produced a 
return of 4.65 per cent on the 1953 
property with the depreciation expense 
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and property taxes as they actually 
existed in that year, it should be rec- 
ognized that the rate of return is less 
now and will be still less in the 
future, both because the depreciation 
and taxes per telephone will be higher 
and because the average property per 
telephone will also be higher. The 
commission finds that a reasonable 
allowance for attrition is one which 
will permit the company to realize the 
rate of return which the commission 
finds necessary over a 2-year period 
from the time the new rates go into 
effect, which would cover substantially 
the years 1955 and 1956. The mid- 
point of this 2-year period is Decem- 
ber 31, 1955. 


Mr. Howe, using differential cal- 
culus, developed a monthly average 
rate of attrition of .027125 per cent 
per month. The midpoint of the past 
period mentioned above, that is, the 
year 1953, is June 30, 1953. The 
allowance for attrition beyond that 
point should be for a period of thirty 
months, that is, to December 31, 1955. 


There are several methods which 
could be followed in making an allow- 
ance for attrition. One possibility 
would be that the attrition of .027125 
per cent per month accumulates in 
thirty months to .81375 per cent, 
which figure of .81375 per cent would 
be in addition to the fair rate of 
return which the commission finds 
necessary for the company to actually 
earn. Another method would be to 
multiply the base upon which Mr. 
Howe computed his attrition, namely, 
$45,038,213, which is the average net 
investment for 1953, by the cumulative 
attrition of .81375 per cent, which 
gives a total attrition for thirty months 
of $366,498. 
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A third possibility, and the one 
which this commission feels most 
nearly conforms to the nature of 
attrition, is to adjust the net earnings 
being realized under the present rates, 
namely, $2,368,524, for this slippage 
of $366,498. This produces a going 
level of earnings of $2,002,026. This 
$2,002,026 is the amount of average 
annual earnings which the company 
may be expected to earn upon prop- 
erty of the fair value of $50,995,608 
during the two years after the rate 
adjustment is put into effect. 

The figure developed by Mr. Howe 
for converting a deficiency in net 
operating earnings to a deficiency in 
revenue after allowance for federal 
and state income taxes, gross rev- 
enue taxes, and other items was 45.81 
per cent, so that after the deficiency 
in earnings is determined, it should be 
divided by this conversion factor to 
find the additional revenue require- 
ments of the petitioner. 


Fair Rate of Return 

The commission is required by deci- 
sions of the Supreme Court of the 
United States and the Arizona consti- 
tution and courts to grant rates which 
will produce a fair return upon the 
fair value of the property. Arizona 
Constitution, Art. 15, §§ 3, 12, and 
14; Bluefield Water Works & Improv. 
Co. v. West Virginia Pub. Service 
Commission, 262 US 679, PUR 
1923D 11, 67 L ed 1176, 43 S Ct 
675; United R. & Electric Co. v. West, 
280 US 234, PURI1930A 225, 74 
L ed 390, 50 S Ct 123; Federal Power 
Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 51 PUR NS 
193, 88 L ed 333, 64 S Ct 281; 
Arizona Corp. Commission v. Moun- 
tain States Teleph. & Teleg. Co. 
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(1951) 71 Ariz 404, 89 PUR NS 
111, 228 P2d 749. 


Testimony on the fair rate of 
return was presented by the peti- 
tioner through Mr. William R. Mee 
of Santa Fe, New Mexico, an inde- 
pendent investment counselor, and 
through Mr. Paul E. Remington, vice 
president of the company. The com- 
mission staff presented evidence 
through Mr. Max A. Millett, a cer- 
tified public accountant of Phoenix, 
Arizona. Both Mr. Mee and Mr. 
Millett arrived at the fair rate of 
return by a study of the Bell System 
requirements, while Mr. Remington 
arrived at the dollars of required 
earnings through a study of the cost 
of servicing the capital of The Moun- 
tain States Company. Mr. Mee found 
a required range of return between 7 
and 7.50 per cent, and Mr. Millett 
testified to a range between 5.60 
per cent and 6.25 per cent. The varia- 
tions were due principally to two 
factors, namely, proper debt ratio and 
the cost of equity capital. In turn, 
the cost of equity capital was influ- 
enced by the proper dividend payout 
ratio or the ratio of dividends to earn- 
ings. Considering all the evidence, 
the commission concludes that a rate 
of return of 6.25 per cent on the rate 
base found herein will be a fair bal- 
ancing of the investor and consumer 
interests. 


[6] The uncontradicted testimony 
shows that the primary source of 
capital of respondent is its parent, the 
American Telephone and Telegraph 
Company, whose consolidated opera- 
tions are familiarly known as “Bell 
System.” At the same time the com- 
mission, must recognize that there is 
a substantial direct public holding of 
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the stock of The Mountain States 
Company, and unless its securities are 
in good repute with the public, its 
parent, the American Company, may 
not be able to supply its requirements 
for equity capital. Thus, it becomes 
necessary to test our allowed rate of 
earnings as they apply to the capital 
structure of the Mountain States Com- 
pany itself. 


The rate of return herein adopted 
when applied to the fair value found 
herein produces annual net earnings 
of $3,187,225. Mr. Remington tes- 
tified that Arizona’s intrastate propor- 
tion of the Mountain States Compa- 
ny’s average capital stock for the year 
1953 was 329,583 shares and that its 
proportion of the company’s interest 
for that year was $258,264. Deduct- 
ing the interest of $258,264 from the 
required net earnings of $3,187,225 
leaves earnings applicable to the com- 
mon stock of $2,928,961. The com- 
pany’s present dividend rate of $1.65 
per share per quarter would require 
$2,175,248 per annum, which would 
leave $753,713 of retained earnings 
to be added to the company’s surplus. 


There appears to be no need for 
increasing the present dividend rate of 
$1.65 as long as the public stock offers 
are as successful as the 1954 offer. 
However, the need for increasing the 
company’s surplus is apparent. Mr. 
Remington testified that 30 per cent 
of the company’s earnings should be 
retained for this purpose and that this 
is especially urgent since the present 
surplus is only about six months’ divi- 
dend requirements. The above-re- 
tained earnings amount to 25.7 per 
cent of the total equity earnings, and 
while this is less than the company 
contends is necessary, the commission 
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finds it to be a reasonable balancing of 
investor and consumer interests, which 
in the course of time will improve the 
company’s surplus position. 


Findings 

On the basis of all the evidence, 
the commission, being fully advised in 
the premises, finds: 

1. That the commission has juris- 
diction of the parties and the subject 
matter of the petition; that due and 
adequate notice of the hearings was 
given according to law; that all parties 
appearing were afforded full oppor- 
tunity to be heard; and that full and 
complete evidence has been presented 
to the commission. 

2. The proper period for testing the 
reasonableness of the company’s earn- 
ings is the calendar year 1953, and 
this order is based upon the value of 
the property, the revenues, expenses, 
taxes, and the reasonableness of the 
rates for that period. 

3. The fair value of the company’s 
Arizona intrastate properties for the 
year 1953 is $50,995,608. 

4. On the basis of all the evidence 
presented on the matter of a proper 
rate of return, the return claimed by 
the company would be more than rea- 
sonable, and rates and charges to pro- 
duce such rate of return would be 
more than reasonable, and therefore 
for the purposes of this case a fair 
return of 6.25 per cent on the above 
valuation is established. 

5. On the basis of the evidence, it 
is clear the company is now earning 
at the level of earnings even lower than 
the level applicable to the year 1953. 
This slippage of net earnings is due to 
the factor of attrition discussed above, 
and said factor of attrition can be ex- 
pected to further reduce the level of 
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earnings in the future. In order that 
the company may have a reasonable 
opportunity to earn at the level of 
earnings herein established to be rea- 
sonable, recognition must be given to 
the attrition factor in the amount of 
$366,498. 

6. After giving effect to the factor 
of attrition, the earnings on the pres- 
ent rates for the year 1953 would 
produce 3.93 per cent on the rate base 
found to be reasonable herein. Ac- 
cordingly, the schedule of rates now in 
effect is found to be unjust and un- 
reasonable. 

7. On the basis of the foregoing 
findings, the company’s earnings re- 
quirement is determined to be $3,187,- 
225. After deducting the adjusted net 
operating earnings for the twelve 
months ended December 31, 1953, in 
the amount of $2,002,026, the required 
improvement in net earnings is found 
to be $1,185,199. In order to provide 
for allowance of federal and state in- 
come taxes, it is necessary to apply 
the conversion factor of 45.81 per cent 
to the earnings deficiency of $1,185,- 
199, and this in turn will establish 
the additional revenues needed from 
increased rate schedules in order to 
produce the earnings requirements 
found to be just and reasonable herein. 
Accordingly it will be necessary to 


establish increased rate schedules to 
produce an additional $2,587,206. 

8. The company’s claim to addi- 
tional gross revenues in excess of said 
figure of $2,587,206 is not justified by 
the evidence and should be denied. 

9. By order contained herein, the 
company should be and will hereby 
be permitted to file with this commis- 
sion for its approval a schedule of 
rates designed to increase the gross 
revenues by the sum of $2,587,206. 

10. Any and all motions made by 
any of the parties that have not other- 
wise been specifically disposed of 
herein should be denied. 


ORDER 


On the basis of the aforesaid find- 
ings, it is therefore ordered: 

1. Petitioner, The Mountain States 
Telephone and Telegraph Company 
will within ten days from the date 
hereof file with the commission a new 
schedule of rates designed to produce 
an additional $2,587,206 in gross rev- 
enues. 

2. All relief requested by the com- 
pany other or different from that 
herein allowed is hereby denied. 

3. All motions, either written or 
verbal, not heretofore disposed of 
and not disposed of as a part of this 
order are hereby denied. 
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ARKANSAS PUBLIC SERVICE COMMISSION 


Re General Telephone Company 
of the Southwest 


Docket No. U-950 
December 14, 1954 


PPLICATION by telephone company for authority to increase rates; 
d \ modified increase authorized. 


Rates, § 198 — Unit for rate making — Telephone exchange serving at state line. 
1. The commission, for the purpose of a rate proceeding, will consider 
the entire operation of a telephone exchange servicing a city located partly 
in one state and partly in another as being entirely within the state where 
the exchange building is located where the separation of property, revenues, 
and expenses would involve considerable difficulty, p. 123. 

Valuation, § 36 — Rate base — Net investment. 

2. Net plant investment in property used and useful in providing service in 
the state is a proper foundation for a telephone company’s rate base, p. 125. 

Valuation, § 300 — Rate base — Materials and supplies. 

3. An allowance for materials and supplies should be included in a telephone 


company’s rate base, p. 125. 


Valuation, § 299.1 — Working capital — Accrued taxes. 
4. No allowance for working capital will be included in a telephone com- 
pany’s rate base where the company has substantial tax accruals available, 


p. 126. 


Valuation, § 224 — Rate base — Construction work tn progress. 
5. Construction work in progress should be excluded from a telephone com- 


pany’s rate base, p. 126. 
Return, § 111 — Telephone company. 


6. A return of 6 per cent was considered fair for a telephone company, 


p. 126. 


(Lovett, Commissioner, concurs in part in separate opinion.) 


By the ComMISSION : 

[1] General Telephone Company 
of the Southwest (hereinafter some- 
times referred to as “company” is a 
corporation organized and existing 
under the laws of the state of Dela- 
ware, and is duly authorized to pro- 
vide telephone service in the state of 
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Arkansas. The company operates also 
in the states of Louisiana, New 
Mexico, Oklahoma, and Texas. It 
owns and operates telephone ex- 
changes in the following Arkansas 
towns: Augusta, Blevins, Cotton 
Plant, Marvell, McCrory, Prescott, 
Taylor, Texarkana, Waldo, Waterloo, 
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and Wheatley. In addition, the com- 
pany owns toll lines connecting several 
Arkansas communities. The Texar- 
kana area is served by a single ex- 
change. The exchange building is 
located just inside the Texas state 
line. Because this exchange serves 
both Texarkana, Arkansas, and Tex- 
arkana, Texas, and because the separa- 
tion of exchange property, revenues, 
and expenses involves considerable 
difficulty, it has been the custom of the 
commission to consider the entire Tex- 
arkana operation as a part of Arkan- 
sas. It is so considered in this order. 


On April 15, 1954, the company 
filed with the commission revised tar- 
iffs covering exchange rental rates, 
private branch exchange service, and 
certain miscellaneous services and 
equipment. These tariffs were to be 
effective May 15, 1954. Protests and 
interventions were filed by several 
cities served by the company. In an 
order dated May 6, 1954, the commis- 
sion suspended the proposed rates for 
ninety days from May 10, 1954, and 
in an order dated August 9, 1954, the 
rates were further suspended for six 
months from August 10, 1954. An 
order dated August 31, 1954, set the 
matter for hearing by the commission 
on September 20, 1954. The hear- 
ing began at that time and continued 
on September 22, 1954. On these 
dates company witnesses presented 
their testimony and were cross-ex- 
amined. On November 1, 1954, 
the hearing was concluded with the 
presentation of testimony by the staff 
and by protestants, cross-examination, 
and redirect testimony by the com- 
pany. 

During the course of the hearings, 
the company presented a rate base 
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founded on fair value of plant. Fair 
value was arrived at by giving esti- 
mated book value of plant investment 
at July 1, 1954, a weight of two, cur- 
rent cost of plant investment a weight 
of one, and dividing the weighted 
total by three. To the resulting fair 
value, the company applied a deprecia- 
tion percentage which represented per 
cent condition based in part on in- 
spection of properties. To the net fair 
value thus obtained, the company 
added allowances for working capital, 
materials and supplies, and telephone 
plant under construction. 


The staff presented its rate base 
on a net plant investment basis as of 
June 30, 1954. To this was added 
an allowance for materials and sup- 
plies. The staff contended that no 
allowance for working capital should 
be included in the rate base because 
the average balance of accrued fed- 
eral income taxes exceeded one 
month’s average cash outlay require- 
ment by some $20,000. The staff also 
recommended the exclusion of plant 
under construction on the ground that 
the plant involved was not actually in 
service at June 30, 1954. 


The company offered testimony con- 
cerning its rate of return requirement. 
One witness concluded that the com- 
pany should earn 7.4 per cent on the 
fair value of its property used in pro- 
viding service in Arkansas. The com- 
pany estimated that the proposed rate 
schedules would bring in additional 
annual revenues of $301,460.52 based 
on conditions existing as of July 1, 
1954. After taking into account this 
revenue increase, estimated changes in 
operating expenses, and taxes, the 
company concluded that operating in- 
come would be $279,982.62. This 
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figure represents a return of 6.19 per 
cent on the company’s fair value rate 
base. 

By agreement between the company 
and the staff, the year ended March 
31, 1954, adjusted for the level of 
operations at June 30, 1954, was 
selected as the test period. The com- 
pany contended that no_ increase 
should be made in toll revenues per 
books because of decreasing toll rev- 
enues per station. The staff recom- 
mends that toll revenues be increased 
to reflect the larger number of stations 
in service at June 30, 1954, in com- 
parison to the average number of sta- 
tions in service during the year ended 
March 31, 1954. 

On the subject of operating ex- 
penses, three major areas of disagree- 
ment were developed during the hear- 
ings. The company claimed, in its 
exhibits, depreciation on estimated 
plant investment at July 1, 1954, at 
a composite rate of 4.47 per cent per 
year, while the staff based its exhibits 
on a composite annual depreciable 
depreciation rate of 3.60 per cent 
applied to plant in service at June 30, 
1954. We find the composite rate of 
3.60 per cent to be fair and reasonable, 
in connection with the amortization of 
rate case expenses, the company used, 
in its Exhibit No. 7, a 2-year period. 
The staff claimed that a 3-year period 
is more appropriate. We adopt the 
3-year period. 

During the test period, the com- 
pany moved its general office from 
Dallas to San Angelo, and the expenses 
connected with this move were charged 
fully to the test period. It claimed 
that, for the purpose of this rate pro- 
ceeding, these costs should be amor- 
tized over a period of three years. 
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The staff argued that, since the pres- 
ent location is expected to be perma- 
nent, an amortization period of ten 
years is more realistic, which we be- 
lieve to be correct and so adopt. 

The company makes, as a matter 
of customary accounting procedure, 
certain allocations of general office 
property and general office operat- 
ing expenses to Arkansas. These 
practices were reviewed by the staff 
and no objections to them were raised 
during the hearings. Also, certain 
adjustments were made in test period 
operating expenses to reflect the an- 
nualized effect of wage increases and 
of changes in divisional organization. 
The commission finds that these ad- 
justments are properly included in 
accurately reflecting the level of opera- 
tions at June 30, 1954. 

[2] In making a determination as 
to whether rates are fair and reason- 
able, the customary first step is the 
establishment of a rate base. The 
established policy of the commission 
is that net plant investment in prop- 
erty used and useful in providing 
service in Arkansas is the proper 
foundation for the rate base. After 
carefully studying the record in this 
proceeding, the commission finds that 
the net investment in telephone plant 


.in service at June 30, 1954, $3,213,- 


886.96, is properly included in the rate 
base. 

[3] The total amount of materials 
and supplies which the company had 
on hand at June 30, 1954, was $1,- 
595,000. If materials and supplies are 
allocated to Arkansas on the basis of 
the rates of Arkansas plant in service 
to system plant in service at June 30, 
1954, an amount of $149,930 is allo- 
cated. The commission finds that ma- 
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terials and supplies in the amount of 
$149,930 should be included in the 
rate base. 

[4] In cases where companies col- 
lect a substantial part of their revenues 
in advance of the rendition of service, 
it has frequently been held that an 
allowance of thirty days’ cash outlay 
expenditures is appropriate for work- 
ing capital if there are no offsetting 
sources of funds available. In this 
proceeding, testimony has shown that 
the company collects through its rev- 
enues a sizable amount of money which 
will eventually be used to pay federal 
income taxes. Under present and 
probable future tax payment provi- 
sions, portions of these funds are 
available for from nine to eighteen 
months before tax payments must be 
made. In this instance, the average 
balance in federal income tax accruals 
exceeds thirty days’ cash outlay re- 
quirements by a considerable amount. 
The commission concludes that no 
allowance for working capital should 
be included in the rate base. 

[5] The commission also finds that 
no part of Account 100.2, Telephone 
Plant under Construction, should be 
included in the rate base since none of 
the plant represented in the account 
balance at June 30, 1954, was in serv- 
ice at that time. 

The rate base established in this 
case is, therefore, the total of the fol- 
lowing items: 


Net Plant in Service, Arkansas, 
June 30, 1954 
Materials and Supplies ......... 


$3,213,886.96 
149,930.00 


Rate Base $3,363,816.96 


[6] In a number of previous rate 
proceedings, the commission has held 
that utilities operating in the state are 
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entitled to a rate of return of not in 
excess of 6 per cent of the value of 
the investment in property used and 
useful in providing service in Arkan- 
sas. The commission is of the opinion 
that the rate base set forth in the 
previous paragraph is the proper 
measure of the company’s investment 
in property used and useful in Arkan- 
sas. The commission finds that there 
is no basis in this case for fixing the 
rate of return at a figure other than 
6 per cent. A 6 per cent return on a 
rate base of $3,363,816.96 gives an 
allowable return of $201,829.02. 


The commission has reviewed care- 
fully the income statement of the com- 
pany for the year ended March 31, 
1954, along with the proposed ad- 
justments which were designed to give 
effect to the level of operations at June 
30, 1954. It is concluded that the 
figures, as properly adjusted, show 
operating revenues for the test period 
to be $1,382,267.56, operating ex- 
penses to be $1,196,541.19, and net 
operating income to be $185,726.37. 
Net operating income is $16,102.65 
less than the allowable return set forth 
in the preceding paragraph. A study 
of the company’s income, franchise, 
and gross receipts tax obligations has 
demonstrated that, in order for the 
company to obtain one dollar of addi- 
tional operating income, it must collect 
$2.1885 in additional revenue. By 
applying the factor 2.1885 to the dif- 
ference between allowable return and 
net operating income, the amount of 
$35,240.65 is obtained. The com- 
mission concludes that the company’s 
revenue deficiency is $35,240.65. A 
part of this deficiency can be obtained 
from increasing local calls from coin- 
operated telephones from 5 cents to 10 
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cents, which increase will not only 
assist in decreasing the deficiency, but 
will also tend toward uniformity in the 
state. 


The commission is of the opinion 
that additional revenues aproximating 
the revenue deficiency of $35,240.65 
can be derived from the following 
sources : 

1. Increased rates for certain pri- 
vate branch exchange equipment and 
service as specified in new tariff 
schedules dated April 15, 1954; 

2. Increased rates and charges for 
miscellaneous equipment and for serv- 
ice connections, moves, and changes as 
specified in new tariff schedules dated 
April 15, 1954; 

3. Increase of charge for local calls 
from coin-operated telephones from 5 
cents to 10 cents. 

It is, therefore, ordered that: 

The schedules of rates filed by the 
General Telephone Company of the 
Southwest on April 15, 1954, cover- 
ing local exchange tariffs be, and they 
are hereby, disapproved. 

The schedules of rates filed by the 
General Telephone Company of the 
Southwest covering general exchange 
tariffs on April 15, 1954, and spec- 
ifying charges for certain private 
branch exchange equipment and for 
certain miscellaneous services and 
equipment be, and they are hereby, 
approved, and the same shall be effec- 
tive as of the next regular billing date 
on and after the date of this order. 

Within fifteen days, the company 
shall file with this commission a rate 
schedule establishing a charge of 10 
cents for each local call from coin- 
operated telephones. 

The commission retains jurisdiction 


of the cause to exercise such future 
action as may be required. 

This order shall be in full force 
and effect on and after date of its 
issuance. 


Lovett, Commissioner, concurring : 
I concur in the opinion of the majority 
except in two instances. The amount 
involved is relatively small but I feel 
that in the interest of consistency I 
must state my views. 


Account 100-—2—Contruction W ork in 
Progress 

The majority has not included in 
the rate base any portion of Account 
100.2—Construction Work in Prog- 
ress. The reasoning by the staff, 
apparently adopted by the majority, 
is that the amount in 100.2 as of 
June 30, 1954, should be excluded 
because the property was not in serv- 
ice during any part of the test period. 
There was no evidence submitted by 
the staff on the question of whether 
or not all or any part of the amount 
$33,116.87 included in Account 100.2 
was the type of construction some- 
times termed “revenue producing.” 
The company’s testimony on this point 
definitely presents its contention that 
no part of the $33,116.87 represented 
construction termed “revenue produc- 
ing.” 

Following the decisions of this 
commission heretofore, and specifically 
in the Southwestern Bell Telephone 
Company Case, Dockets U-771 and 
U-772 [(1953) 2 PUR3d 1], and 
the Arkansas Power & Light Com- 
pany Case, Docket U-959, November 
22, 1954, I feel that the amount of 
$33,116.87 in Account 100.2—Con- 
struction Work in Progress should 
have been included in the rate base. 
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Toll Revenues 

The majority has included in the 
revenues of the company the sum of 
$12,596.38 based upon the fact that 
the “stations in service at June 30, 
1954, were greater than the average 
number of stations in service during 
the year.” This figure of $12,596.38 
is determined by a mathematical com- 
putation. The testimony of the com- 
pany—and it is undisputed on this 
point—is to the effect that even though 
it had in service in the first six months 
of 1954 an average of 1,351 more sta- 
tions than in the first six months of 
1953, net toll revenues were less for 
the latter period. In the absence of 
any evidence to the contrary, I feel 
that the testimony of the company, if 
plausible, should be accepted. It 
seems to me to be more in accordance 
with sound regulatory practice to give 
recognition to a trend toward declin- 
ing toll revenues than to follow blindly 
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a mathematical formula without re- 
gard to the actual trends. 

I have asked the staff to make the 
calculations based upon my views of 
the two items discussed above. Ad- 
justments for income tax effect and 
interest during construction are in- 
cluded in the calculations, which show 
the following results : 








Net Plant in Service .......... $3,213,886.96 
Telephone Plant under Construc- 

ON OOF Ot sass. eae cscs. 33,116.87 
Materials and Supplies ......... 149,930.00 
US a ere 3,396,933.83 
Return (6%) ........0s0ee000 ~ 203,816.03 
Pro Forma Operating Income .. _ 181,729.35 
Income Deficiency ............. 22,086.68 
Revenue Deficiency 

($22,086.68 X 2.1885) ...... $48,336.70 


I, therefore, conclude that the com- 
pany’s revenue deficiency is $48,- 
336.70. 





7 PUR 3d 

























DELTA-STAR helps Commonwealth Edison 
boost electric power output 


In the expanding northern Illinois area, electric f 
power and light users thrive on the efficient serv- ae * 4 
ice of Commonwealth Edison and their Public obi : 
Service Company Division. 























This growing utility serves metropolitan Chi- 
cago and an area of approximately 11,000 sq. miles. 
More than 6,000,000 people live in this area. More 
than 216,000 commercial and industrial customers 


rely on power supplied by Commonwealth Edison. Commonwealth Edison Company’s Bedford Park (Chicago) 138 KV 
substation, equipped with Delta-Star MK-40 and PMK-236 Disconnects 


with straight-line contacts. 


Delta-Star Electric Division of H. K. Porter 
Company, Inc. is a veteran Commonwealth Edison 
Company supplier. 

As new power facilities were required, 
Delta-Star designed and manufactured many of 
the largest and most vital power switching equip- 
ment centers on this utility’s system. These 
installations included high voltage switches, bus 
supports, connectors and outdoor steel structures. 
Three of these installations are shown here. 


Jefferson isolated phase ring bus substation located near downtown 
Chicago. Photo shows Delta-Star 69 HKV, MK-40 Disconnects 





DELTA-STAR MK-40, 
161 KV—1600 am- 
pere Disconnecting 
Switch with heavy 
duty straight-line 
contacts. Delta-Star 
builds switches to 
meet every need. 


A - 
iPS Pevews 






Commonwealth Edison’s Will County generating station, near Joliet, 
Illinois with 161 KV, 1600 ampere MK-40 straight-line Disconnects. 













Delta-Star Electric Division too has grown—in 
all sections of the country. Delta-Star’s service to 
utilities has doubled in the last ten years. Per- 
formance of Delta-Star equipment maintains high- 
est levels. 






Good performance comes from high quality 
products and attentive service. These features are 
constantly and consistently available to you 
from Delta-Star. 


For the best in high voltage electrical equipment specify DELTA-STAR 
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Your wood-treater 
is a specialist in giving ‘you 
pressure-creosoted poles 
that are both 
clean and long-lasting 





For years, pole buyers have known that the surest way to 
obtain maximum pole life was by specifying poles pressure- 
treated with Creosote. And with modern wood treating 
methods, they are getting clean pressure-creosoted poles with- 
out sacrificing service life. 






























As a specialist in wood preserving, 
your treater has the up-to-date 
knowledge and the modern equip- 
ment needed to give you this desired 
combination of pole qualities. 

He selects sound trees for treating 
purposes and gives them careful 
handling before and after treatment. 
He uses a top-quality preservative 
like USS Creosote. 


During treating operations, he 
keeps all conditions under careful 
control. And as a final step, every 
pole is inspected to make sure it 
meets your specifications for treat- 
ment and cleanliness. 

With this experience and _ tech- 
nique available to you, you can be 
sure of proved pole life and cleanli- 
ness when creosote is used. 


For outstanding results, make USS Creosote a part of your 


pole specifications. 


It is a top-quality product, produced 


under controlled conditions in United States Steel’s tar dis- 
tilling plants. For complete information, contact the nearest 
U. S. Steel Coal Chemical Sales office listed below or write 
directly to United States Steel Corporation, 525 William Penn 


Place, Pittsburgh 30, Pa. 


SEE THE UNITED STATES STEEL HOUR. It’s a full-hour TV program presented every 
other week by United States Steel. Consult your local newspaper for time and station. 


USS CREO 
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Gas Industry to Spend $1.4 
Billion for 1955 Construction 


THE nation’s gas utility and pipe- 
line industry spent $1.1 billion during 
1954 for construction of new facilities 
and expansion of present plant. The 
industry anticipates the expenditure 
of an additional $1.4 billion during 
1955, the American Gas Association 
estimates. 

Although falling short by $87 mil- 
lion of an estimate made by the AGA 
Bureau of Statistics early last year, 
the expenditure for 1954 marks the 
fifth successive year that one billion 
dollars or more has been spent on con- 
struction of gas facilities. Some new 
pipeline projects anticipated for 1954 
were deferred until 1955. 

Anticipated expenditure of $1.4 bil- 
lion this year marks 1955 as the second 
largest construction year in dollar 
magnitude in history. In 1951, a total 
of $1.46 billion was spent. The new 
estimate for 1955 is about one-quarter 
billion dollars higher than was esti- 
mated a year ago for the current year. 
The increase reflects among other 
projects, the start of two new pipelines 
having a total cost of $290 million. 

Gas industry construction expend- 
itures have increased more than ten- 
fold since the pre-war years. Such 
expenditures have risen from an aver- 
age of $101 million spent each year 
from 1937 through 1941, to an average 
of $799 million in the five immediate 
post-war years following 1945. In each 
of the years since 1950, the nation’s 
gas facilities have been increased by 
the expenditure of one billion dollars 
a year or more. 


T. M. Evans to Receive 
Parlin Award 


THOMAS Mellon Evans, president, 
H. K. Porter Company, Inc., Pitts- 
burgh, will receive the Eleventh An- 
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nual Parlin Memorial Award for 
“outstanding contribution to the field 
of marketing,” it was announced by 
Idward Bloom, president of the Phil- 
adelphia Chapter, American Market- 
ing Association. The award will be 
presented May 18th. 

The award is in recognition of the 
contributions Mr. Evans has made 
to marketing techniques in his ac- 
quisition of manufacturing concerns 
throughout the nation during the past 
six years and in his utilization of 
market research in relation to the 
growth of the Porter organization 
which in that period has gone from 
under ten million to more than sev- 
enty million dollars in sales. 

According to the announcement, 
Mr. Evans reorganized the Porter 
company in 1939. At that time its only 
product was small switching locomo- 
tives. Today Porter’s eleven divisions 
manufacture a wide variety of prod- 
ucts in the fields of industrial rubber, 
refractory materials, electrical equip- 
ment, rolling and melting steel, copper 
and copper alloys, and miscellaneous 
steel products. 


A-C Booklet Traces Early 
Development of American 
Water Power 


“WATER Over the Dam,” a 24-page 
booklet which traces the development 
of American water power from colo- 
nial days to the emergence of the elec- 
tric power era half a century ago, has 
been released by Allis-Chalmers Man- 
ufacturing Company. 

This history begins with a reference 
to the first application of water power 
on the North American continent— 
the grist mill at Port Royal, Nova 
Scotia, the settlement of which was 
established in 1605. It highlights water 
power developments from that period 
until around the turn of the 19th 
century. 








Written by Edward Uehling of 
Allis-Chalmers hydraulics section and 
reprinted from the 3rd and 4th Quar- 
ters, 1954, of the company’s Electrical 
Review, “Water Over the Dam” is 
illustrated with interesting diagrams 
and photos of early water wheels. 

Copies of “Water Over the Dam,” 
02R8232, are available on request 
from Allis-Chalmers Manufacturing 
Company, 965 S. 70th street, Mil- 
waukee, Wisconsin. 


$312,000,000 to Be Spent by 
Philadelphia Electric 


PHILADELPHIA Electric Company 
plans to spend $312 million for new 
facilities during the next five years, 
continuing the $1 million-a-week pace 
it has maintained since 1945, accord- 
ing to R. G. Rincliffe, president. 
Larger, more efficient generating 
units are planned, notably, a super- 
pressure turbine generator at the com- 
pany’s new Eddystone station, sched- 
uled for operation in 1959, This unit 
will operate at the highest pressure 
and temperature of any generator now 
in use or contemplated in the electric 
utility industry, Mr. Rincliffe said. 


Wisconsin Public Serv. to Spend 
$5,600,000 in 1955 
WISCONSIN Public Service Cor- 
poration reports that construction ex- 
penditures for plant facilities to pro- 
vide for the increased use of electric 
and gas service totaled $12,600,000 in 
1954. It will approximate $5,600,000 

in 1955. 


Public Service of Indiana Plans 
$47,000,000 Generating Plant 
PUBLIC Service Co. of Indiana plans 
to construct a $47 million, 300,000- 
kilowatt electric generating station on 
the Ohio river near New Albany, Ind. 
(Continued on page 28) 
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As utility companies have improved and expanded to meet 
ever-increasing demand, their need for sound financing 


has grown too. 


To meet these specialized needs, more and more 

utilities turn to Guaranty Trust Company. By long and 
close association with utilities, our knowledge of the 
industry and its problems is also at an all-time peak today. 


The officers of our Public Utilities Division 
will welcome the opportunity to serve you in any 


phase of utility financing. 


Guaranty Trust Company 
of N CW Yor k Capital Funds $395,000,000 


140 Broadway, New York 15 


Fifth Ave. at 44th St. Madison Ave. at 60th St. 40 Rockefeller Plaza 
New York 36 New York 21 New York 20 


LONDON: 32 Lombard St., E.C.3 + Bush House, Aldwych, W.C. 2 
PARIS: 4 Place de la Concorde BRUSSELS: 27 Avenue des Arts 


Member Federal Deposit Insurance Corporation 





| 





INDUSTRIAL PROGRESS 
(Continued) 


Construction will begin in June 
with the first of two 150,000-kw. units 
expected to be in service by December, 
1957. The second unit may be ready 
by August, 1958. 

The new station will boost the com- 
pany’s capacity to more than 1,350,000 
kw. It will be the company’s fifth gen- 
erating plant in Indiana. 


VEPCO to Build New Station 
On York River 
VIRGINIA Electric and Power Com- 
pany will build a power station ata 
new location on the York river, near 


| Yorktown, to utilize the by-product 


fuels to be produced by the new Amer- 
ican Oil Company refinery, according 
to an announcement by j. G. Holtz- 
claw, president. One of a very few 


| such installations in the country, it is 
the result of negotiations between the 


two companies to make the best pos- 
sible use of by-product fuels. Con- 
struction of the station, estimated to 
cost over $20,000,000, will start at 
once, with completion planned by July 
1957. 

The first unit to be installed will be 
the largest steam turbine generator on 
the Vepco system, with a capability 
of 160,000 kw, six times as large as 
the total capacity of the Hampton sta- 
tion. The boilers are being especially 
designed to operate at 2,000 pounds 
pressure, and to burn petroleum coke 


| and refinery gas, to be supplemented 





by coal, or oil. Ample land is available 
for anticipated future expansion. 


Bulletin Covers Single-phase, Oil 
Filled Distribution Transformers 


A NEW bulletin (No. S-401-B) de- 
scribing the single-phase, oil-filled 
transformers of The Standard Trans- 
former Company, Warren, Ohio, is 
now available. The bulletin gives ship- 
ping weights and dimensions, connec- 
tion diagrams, and NEMA ratings. 
Components and transformers are il 
lustrated. 

Standard Transformer manufac- 
tures a complete line of distribution, 
power, current, potential, askarel- 
cooled, rural, testing, street lighting, 
auto, and general purpose dry-type 
transformers. 


$2,540,500 Program Conducted 
By Central Vermont Public 
Service in 1954 
CENTRAL Vermont Public Service 
Corporation reports that expenditures 


in 1954 for property additions, re 
placements and improvements total 


(Continued on page 30) 
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in the 16,001-19,500 
GVW Class! 
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New R-1700 Series models operate with less down- 
shifting, less lugging — reduce driver effort, increase 
operating economy. Four-speed transmission standard. 
Optional 5-speed direct-in-fifth or 5-speed overdrive 
available. R-1700 Series GVW ratings, 16,000-20,000 
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All-new 140-hp Black Dia- 
mond 264 engine combines 
famous INTERNATIONAL long 
life with new, economical 
sustained-power performance. 
Has new dual-barrel carbure- 
tor, new manifolding, 7.0-1 
compression ratio — new low- 
friction design with 3-ring 
controlled-expansion pistons— 
new 50° ramp camshaft for 
longer valve life—new solenoid- 
type over-running clutch 
starter—new 11-inch clutch 
with 15% more lining area, 
25% less pedal pressure. Max- 
imum engine torque: 234 lb-ft 
at 2000 rpm. 
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Ibs. GCW rating, 35,000 Ibs. 


NEW R-1700 Serie 


With an engine that tops ‘em all for efficiency 
—the all-new 140-hp INTERNATIONAL Black Diamond 264! 


New models and new features 
keep coming from INTERNATIONAL 
all the time! Here now are 1955’s 
first — the R-1700 Series, designed 
by the leader in the 16,001-19,500 
GVW range to bring new hauling 
profits to every operator using 
trucks in this class. 


These brilliant new R-1700 Se- 
ries trucks far surpass all former 
INTERNATIONAL leaders in this 
GVW classification. And they are 
powered by an engine that puts 
out more horsepower per cubic 
inch than any comparable 6-cylin- 
der truck engine on the road! 

Visit your INTERNATIONAL 
Dealer or Branch and get full facts 


on these money-saving, money- 
making new INTERNATIONALS. 
You’ll quickly see why — in per- 
formance, economy, efficiency — 
they outrank anything in the 
16,001-19,500 GVW class. 





WORLD’S MOST COMPLETE 
TRUCK LINE 


200 basic models from '2-ton pickups 
to 90,000 Ibs. GVW off-highway mod- 
els, including six-wheel, four-wheel - 
drive, cab-forward, cab-over-engine 
and multi-stop delivery types . . . 32 
engines from 108 to 356 horsepower, 
with widest choice of gasoline, LPG, 
or diesel power . . . wheelbases, trans- 
missions and axle ratios for any need 
... thousands of variations for exact 
job specialization. 











INTERNATIONAL HARVESTER COMPANY * CHICAGO 





International Harvester Builds MCCORMICK® Farm Equipment and FARMALL® Tractors...Motor Trucks... industrial Power...Refrigerators and Freezers 
Watch “The Halls of Ivy,” with Ronald Colman and Benita Hume, CBS-TV, Tuesdays, 8:30 p.m., EST 


INTERNATIONAL TRUCKS 


“Standard of the Highway” 
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INDUSTRIAL PROGRESS 
(Continued ) 


| $2,540,500, which included construe 


tion of the 45-mile transmission ling! 
from Middlebury to Milton connect. 
ing the company’s central system with 
the former Public Electric Light 


| Company system in northwestern Ver- 


small dozer with one-man-operated “80-W" 


VAN DOREN BROTHERS of Rich- 
mond, Virginia recently backfilled 
and compacted approximately two 
miles of trench, 2 feet wide and 4 
feet deep, for a 6-inch gas line with 
just one man and one machine, a 
Cleveland “80-W” backfiller. 


Before the Van Dorens purchased 
their “80-W” they used 7 men, a 
rubber-tired dozer, 2 compressors 
and 4 air-driven tampers for back- 
filling and compacting on jobs of 
similar size and type. The one-man- 
operated “80-W” did the complete 
job in less time than the 7-man crew 
formerly required on comparable 
jobs. “It’s a great time saver,” was 
F. M. Van Doren’s comment on 
its performance. 


On a previous job their Cleveland 
backfiller had saved them consider- 
able time and money on a 12-inch 
water line trench, averaging approx- 


imately 6 feet deep, by its unique | 


ability to backfill spoil deposited on 
a down slope on the far side of the 
trench, while simultaneously tamp- 


ing it to the state of Virginia’s rigid | 


compaction specifications. 
The “80-W” also does an outstand- 


ing job of side-crane work, lays | 
pipe, pulls crossings, sets hydrants | 


and valves, pulls sheathing, loads 
and unloads pipe, etc. Despite its 
ability to perform all these opera- 
tions — and do an outstanding job 
on each of them—the “80-W” is 
easy to operate. The Van Dorens’ 
operator learned to operate it with 
high efficiency after only two days 
training on the job. 


Investigate this remarkable time, 
labor and machinery saving tool 
now-—so that you, too, can realize its 


outstanding benefitson your next job. | 


See your local distributor for the full Cleveland story or write direct fo: | 


THE CLEVELAND TRENCHER COMPANY « 20100 St. Clair Ave., Cleveland 17, Ohio | 
System, in Ohio from 70 to 110 milliong 








CLEVELAND 











| 


mont acquired by CVPSC in 1953, 


$1,952,100 Spent by Cal.-Pacific | 
Utilities in 1954 


CALIFORNIA-Pacific Utilities 
Company spent $1,952,100 last year 
in expanding its service facilities, 
Such expenditure was about 13 per 
cent of the net carrying value of plant 
and equipment at the beginning of the 
year. Feature of the year’s additions 
and betterments was the installation 
of direct dialing telephone service for 
Colusa county, California. 


$54,000,000 Program Planned by 
Northern Indiana Public Serv. 
NORTHERN Indiana Public Sery- | 
ice Company will spend $54,000,0003 
for expansion and modernization of. 
facilities during the next two years, 
Dean H. Mitchell, president of the} 


| company, announced recently. An es 


Saves 6 men, 4 tampers, 2 compressors and | 


timated $25,000,000 will be spent 
for new construction in 1955 and! 
$29,000,000 in 1956. 

The two-year program includes? 
$23,400,000 for electric production 
plant, $8,900,000 for electric trans# 
mission property, $1,900,000 for elec=! 
tric distribution facilities, $8,400,000) 
for service to new electric and gas 
customers, $5,200,000 for gas distri-} 
bution facilities, and $6,200,000 for 
land, buildings, right of ways, automo- 
tive and general equipment. 


$16,000,000 Expansion Program 

Approved 
TEXAS Gas Transmission Corpo 
ration announced recently that the 
Federal Power Commission has ate 


thorized immediate construction of 
$16,000,000 in new facilities designed: 
to meet the increasing needs of the 
company’s utility and industrial cus- 
tomers in its eight-state service area. 
The project will bring the delivery) 
capacity of the Texas Gas system to} 
1.1 billion cubic feet daily — am 
increase of 102 million. The new ca} 
pacity will enable Texas Gas to im] 
crease firm daily deliveries to Ohio 
Fuel Gas Company, Columbia Gas} 


cubic feet and to Louisville Gas and) 
Electric Company from 60 to 75 mile] 
lion. Remainder of the new capacity] 


(Continued on page 32) 
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SOUND Oprumorstone FOR YOUR NEW PLANT 


Ebasco's half century of experience is a solid foundation 
on which to base the new plant you are considering today 


In that time Ebasco has engineered and construcfed more tha 


two billion dollars of new plants: large plants and small, 

in the United States and abroad, built for many different 
industries. Each bears the unmistakable stamp of the skill and 
integrity of Ebasco specialists; each is an example of 
quality engineering and construction. 

Your new plant, too — whatever its size or function 

will benefit from the broad experience which Ebasco wil 
apply to every aspect of the project — from site selection 
orate Mm odg-\iuillarela an edkeiilaliare Mmniaicel le lame i-scollt-\emel-s1eLawelale 
ataltjalave mretelaliiatenilelaven come siUletel=33101 mre] ale Mi -Yerolaleluilkele lime] ol-igeh ile 


For more information about our services, write for 


“The Inside Story of Outside Help.’ Address: Ebasco Service 


Incorporated, Two Rector Street, New York 6,N.Y. 


- 
c 


Vv 


Consulting Engineering + Design & Construction + Financial & Business Studies 
chasing, Inspection & Expediting - Rates & Pricing - Research - Sales & Public Relations + Space Planning 


- Systems, Methods & Budgets - Tax + Washington Office 


GZ ae 4 
905 , heen 195 
( tn VL VOULY 





Pe tty. 


“(4 14 


"OF 
23g cones" 











NEW YORK ~- CHICAGO + DALLAS 
PORTLAND, ORE. + WASHINGTON, D. C. 


Industrial Relations * Insurance, Pensions & Safety 








INDUSTRIAL PROGRESS—( Continued) 


will be used to meet growing demands 
of the company’s other customers 
throughout the Big River region. 


New Jersey Power & Light Co. 
Continues Expansion Program 
NEW Jersey Power & Light Com- 
pany reports that growing customer 
requirements necessitated construc- 
tion expenditures of $3,900,000 in 
1954. It is anticipated that a further 
$4,400,000 will be expended this year. 


Pacific Lighting Budgets 
$56,000,000 for New Facilities 


PACIFIC Lighting Corporation esti- 
mates it will need to invest $56,000,000 
in new facilities this year to keep 
abreast of demand for gas in its south- 
ern California service area. 

Plant expenditures in 1954 were 


$41,376,000. 


G-E Establishes New 
Major Atomic Organization 


THE General Electric Company has 
announced establishment of a new 
major atomic organization for the de- 
sign, development, manufacture, and 
marketing of atomic power equip- 
ment. 

Francis K. McCune, G-E vice pres- 
ident and general manager of the com- 
pany’s Atomic Products Division, said 
formation of this new atomic power 
equipment department within the di- 
vision now centralizes in one organ- 
ization all company activity devoted 
to peacetime uses of atomic power. 
Mr. McCune, for a time, will person- 
ally head the new department as acting 
general manager. 

Components under the department 
and their heads include: 

Atomic Power Study, Bruce R. 
Prentice, manager. 

Industrial Atomic Products Study, 
Vice Admiral Willard A. Kitts, 3rd, 
USN, (ret.), manager. 

Engineering and Operating Section, 
F. K. McCune, acting manager. 

Marketing Section, Oswald B. Falls, 
Jr., manager. 

Under the marketing section will 
be the company’s former Atomic 
Power Equipment sales section of the 
Aeronautic and Ordnance Systems 
Division. 


$22,000,000 Program Proposed 


By Columbus & Southern O. Elec. 


COLUMBUS and Southern Ohio 
Electric Company will spend $22,- 
000,000 in 1955 on new construction 
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and on expansion of present facilities, 
J. B. Poston, chairman and president, 
has announced. This is an increase 
of 10 per cent over the amount of 
expansion originally planned for the 
year. 

The revised construction expendi- 
ture will increase the company’s total 
outlays for plant and equipment to 
$145,000,000 since the end of World 
War II. During the past nine years 
the company has increased its gener- 
ating capacity 175 per cent. 


R-R Folder Describes 
Punched-Card Methods 


HOW to get more from punched-card 
methods with modern Remington 
Rand machines is described in a new 
6-page illustrated folder released by 
Remington Rand Inc. 

In easy-reference chart form, the 
complete line of Remington Rand 
punched card machines is listed show- 
ing their use in the preparation of 
necessary management records for 
billing, receivables, sales, payroll and 
production—applications common to 
both large and small businesses. 

The new folder also relates how 
Remington Rand’s wide line of 
punched-card machines and methods 
provide more speed, information, ver- 
satility and economy in securing vital 
financial and operating reports. 
Copies of the new folder—TM 930 
are available at Remington Rand 
sales offices or by writing Remington 
Rand Inc., 315 Fourth avenue, New 
York 10, New York. 





Heath Appointment 


MILTON W. Heath, president and 
general manager of Heath Survey 
Consultants, Inc., has announced the 
promotion of Charles A. Heath to the 
position of vice president and director 
of engineering and operations, and of 
Stuart B. Eynon to the position of 
manager of operations for the Cor- 
poration’s Leakage Control Surveys 
in the United States and Canada. 


Ruud Offers Bulletin on 
Gas Water Heaters 


A SIX-page booklet that presents a 
concise description of its new ““Enam- 
eline” gas water heaters is available 
to plumbing contractors, utilities, and 
other gas water heater retailers from 
Ruud Manufacturing Company. 

The consumer literature of conven- 
tional envelope-stuffer size states that 
the Enameline series, of the type gen- 
erally referred to as “glass-lined,” is a 


warranted product with tank equal or 
superior to any other of this design, 

A chart in the leaflet provides an 
easy performance-rating sizing-guide 
for potential customers. Also listed are 
the features of the three enamel-lined 
models which are recommended for 
families ranging from two to five 
persons. 

Containing space for imprinting on 
the back cover, the folder may be ob- 
tained by writing Ruud Manufactur- 
ing Company, 2025 Factory street, 
Kalamazoo 24F, Michigan. 


New Canadian G-E Plant 


CANADIAN General Electric Com- 
pany, Ltd., is planning to build a new 
office and warehouse building on a 
seven-acre site in the eastern section 
of Hamilton, Ont. The new structure, 
containing 65,000 square feet of floor 
space, is to be constructed and com- 
pleted next summer. 


Pacific Power & Light Plans 

Heavy Construction Outlay 

Pacific Power & Light Company’s 
$12,655,000 construction program for 
1955 includes $1,087,000 for expan- 
sion and improvement of the com- 
pany’s system in the Portland area, 
reported Ed F’. Pearson, assistant gen- 
eral manager. 

The 1955 construction program will 
bring to approximately $147,655,000 
the amount Pacific Power has spent 
since World War II in expansion and 
improvement of its system, Mr. Pear- 
son reported. 

The company will spend another 
$619,000 during 1955 for power plan- 
ning and investigations. This includes 
work with neighbor power companies 
on proposed Snake river and Clear- 
water projects with nearly 1,250,000 
kilowatts of new generating capacity. 


General Tel. of California 
Continues to Expand 


General Telephone Company of 
California increased its total telephone 
plant during the first quarter of 1955 
by more than $7,000,000 and added 
16,000 telephones, Edwin M. Blakes- 
lee, president, reported. 

Based on anticipation of a total of 
700,000 telephones in service by the 
end of the year, the gain in 1955 will 
amount to 74,000. The company spent 
$2,200,000 on plant facilities in Janu- 
ary, $2,672,000 in February and 
$2,220,000 in March. 
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You may find 


a fresh approach... 


Tackling utility company problems daily... 
maintaining close and continued contact with 
the financial world gives us an understanding 
of the complex field of utility financing and 


investor relations which may be of help to you. 


A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at Digby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY 


ONE WALL STREET ° NEW YORK 15, N. Y. 
Capital Funds over $123,000,000 Total Resources over §1,400,000,000 


Wituram N. Enstrom, Chairman of the Board 
Ricwarp H. West, President 


Public Utilities Department—Joun F. Cuttps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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FOR CLEANER 
COOKING 





~~ EASIER . 
“\ REFRIGERATION 4 


Columbia Gas System | 
delivers a modern miracle ~ 


24 Hours -A-Day! \ 


DRYING 





FOR INSTANT 
HOT WATER 





© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 


FOR CHEAPER 




















PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 











BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 
Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 
28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 

















CH wi * Standby 
| LES <0 % Augmentation 
| ory PROPANE PLANTS %& 100% Town Supply 

Design ¢ Engineering ¢ Construction ' 





DRAKE & TOWNSEN 1B) 11 WEST 42ND STREET NEW YORK 36,N. Y. 


‘£0 8 





THE FLUOR CORPORATION, LTD. 


Engineers * Constructors * Manufacturers 
LOS ANGELES 22, CALIFORNIA 
Builders of steam generating and hydro-electric power plants 
New York « Chicago « Houston e San Francisco ¢ Tulsa e Philadelphia ¢ Toronto « Calgary « Denver 
Associated with SINGMASTER & BREYER, INC., New York City, N.Y. 
H. G. ACRES COMPANY, LTD., Niagara Falls, Ontario 














(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





x Jord, Bacon & Davis 
. vauation IPngineers constevcrion 


NEW YORK @ CHICAGO e@ LOS ANGELES 











GIBBS & HILL, inc. 


CONSULTING ENGINEERS 
DESIGNERS «CONSTRUCTORS 
NEW YORK LOS ANGELES 

















ENGINEERS © CONSULTANTS © CONSTRUCTORS 


607 WASHINGTON ST. 
READING, PA. 


© WASHINGTON © PHILADELPHIA @ NEW YORK 





FOUNDED 1906 








GILBERT ASSOCIATES, INC. 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studres 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 














GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 





Construction and Operation of Utility Enterprises 








Mention the FortNIiGHTLY—It identifies your inquiry 
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HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE e COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











Tne fu ji an Coyounlion 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION ¢e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
‘iis Utility Management Consultants Specializing in REGULATORY 
WATER COST ANALYSIS MPROBLEMS 
for past 35 years 
Send for brochure: ‘’The Value of Cost Analysis to Management" 

















N. A. LOUGEE & COMPANY 


Engineers and Consultants 
REPORTS—APPRAISALS—DEPRECIATION STUDIES 
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M.W. KELLOGG 


TESTING 
TECHNIQUES 


KEEP PACE 


M. W. KELLOGG'S 


- ‘ “ATOMIC CAMERA" 
To meet the demand for more electric power, and to increase 


output with the least possible increase in fuel, the trend in 
utility steam power plants, as reported everywhere, is to 
higher temperatures and pressures. Thus steam piping— 
main and reheat—becomes even more critical than before. 

One way in which The M. W. Kellogg Company, leading 
fabricator of power piping, keeps pace with increases in 
temperature, pressure, and capacity demands is in its testing 
techniques. Most recent Kellogg development is the com- 
pany’s ‘‘atomic camera’’. Activated by isotopes such as co- 
balt, iridium, and cesium, this powerful and portable device 
can photograph welded seams up to six inches thick in a 
single, short exposure. The same test by traditional X-ray 
equipment would take considerably longer. 

The M. W. Kellogg Company was among the first to be 
permitted by the AEC to use isotopes of this magnitude. 
The atomic camera has already proved its value in the con- 
struction of many important public utility jobs. It is indica- ; FABRICATED PRODUCTS DIVISION 
tive of the Kellogg research and engineering which guard the — = — ee ee eer nan nocd mv. 
vital link between steam power plant boilers and turbines. SUBSIDIARIES OF PULLMAN INCORPORATED 





¢ 





(KELLOGG 
Ww 


POWER PIPING-THE VITAL LINK 











TREND TO LARGER 
GENERATING UNITS 
BRINGS THE QUESTION... 


a 
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hat size machine is most economical 


TREND TO LARGER UNITS, discussed here 
by A. G. Mellor (right) and Dr. L. K. Kirch- 
mayer, G-E electric utility engineers, is re- 
vealed in estimates that average 1955 G-E 
units will be four times the average size of 
1946 units. 


Spurred by load growth trends, 
many electric utilities are now evalu- 
ating investment costs, reserve re- 
quirements, labor costs, transmission 
losses, interconnection facilities, and 
heat rates to determine the best size 
of generating equipment to meet 
system expansion. 

Application of methods developed 
in recent General Electric studies to 
individual systems should help utili- 
ties reach the most suitable answer. 
In general, large generating units are 
the economical choice. 


LARGER UNITS FAVORED 

As load growth dictates additional 
generation, operating economies gen- 
erally favor the larger units, based 
on generation costs and manpower 
requirements. Sometimes  invest- 
ment charges are higher when large 
units are used, because of increased 
reserve requirements. However, 
these fixed costs are often offset by 
reduced fuel requirements for the 
portion of the load that the newer 


unit takes over from older, less 
efficient machines. 

A typical analysis points to units 
of 7% to 10% of system size as the 
economic way to add capacity. 


500,000-KW UNITS 

With G.E. constantly making 
technological developments, units of 
350,000 kw are under engineering 
consideration and units of 500,000 
kw are possible in the future. 

If load growth follows today’s 
patterns, large generating equip- 
ment may prove extremely reward- 
ing. For more complete information 
on determining the optimum size of 
generating units, contact your G-E 
Apparatus Sales Representative, or 
write for bulletin GER-1030 to 
General Electric Company, Sche- 
nectady 5, N. Y. 301-284 
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